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The Liberty Tree 

by Tabuchi. 

To mark the 200th 
anniversary of 

the French Revolution, 
the Japanese artist 
Tabuchi, rendered 
the spirit of freedom 
as a vivid display of 
color and movement. 
Fly with us to France 
and help us celebrate 
an event of a lifetime. 
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In over fifty 
countries, all roads 


lead to Holiday Inn. 


At Holiday Inn, we know that the most important part of any 
driving trip is being able to stay in comfort all the way. So we've put 
each of our 1,600 hotels worldwide exactly where you need them. 


It's proof of our commitment to always having the best locations 
for both business and pleasure. In every major city worth visiting 
around the world, you'll find a Holiday Inn right in the heart of the 
business district. And our resorts are in some of the most idyllic 
destinations ever discovered. 


All over the world, every road you travel leads to Holidays Inn's 
location, comfort and value. More 


~“ ^ 
reasons to choose us first. ~ {otday Sun. 
TheWorlds First Choice 


For reservations: 


Contact your travel agent, any Holiday Inn or our Reservations Offices: Hong Kong, Tel: 3-7366855; 
Sydney, Tel: 2614922/ Toll Free, Tel: 008-221-066; Tokyo, Tel: 5485 0311; Osaka, Tel: 0120 381489; 
Seoul, Tel: 735 0391/3; London, Tel: 722 7755; Frankfurt, Tel: 6090030/ Toll Free, Tel: 0130 5678; 
Paris, Tel: 43553903; USA Toll Free, Tel: 1-800-HOLIDAY. 
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^ Dont doit. 


Don’t throw away the system you have 
just because you need more computer 


power. We've got a better idea — adding 
an ІВМ А5/400- 


Installing ап ІВМ А5/400 is like putting 
new life into almost any computer system 
you own. The AS/400 simply starts doing 
the extra tasks you need done, while it 
exchanges necessary information with the 
computer system you already have. 


The AS/400 gets along in so many 
environments because it communicates so 
well. If you want to add inventory control 
to your existing system, for example, but it E 
just can't be pushed any further, let an 
AS/400 do the inventory control and 
exchange the order information with the 
system you have. It's that easy. 


You've put a lot into the system you have 
now. We'd hate to see you throw it all 
away. 


We're in the results business 


SD ла чакы Е EI AI I Me on дады 


AS/400 is a trademark of IBM Corn. 


ek — 


M 
lo find out more 
about how the 
IBM AS/400 can 


connect to vour 


business. attach 
your business card 
and send it to: 


ІВМ World Trade Asia ¢ orporation 
{dvertising/Promotion Centr 
Level 32, One Pacific Placi 

88 Queensway 


Hong Kong 








The wide range of designs 


and sizes 


only reason.... 


The Atrium offers 
an unparalleled 
range of services 
and features: 


For more information, please contact: 


Mr. Eddie Wong 5-8046063 Miss Tuzie Cheung 5-8443868 
Mr. Peter Yu 5-8443860 Mrs. Carolyne Clement-Jones 5-8443006 
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OPEN ON SATURDAYS AND SUNDAYS 
( TEL: 5-8046063) 


SWIRE PROPERTIES LIMITED 


3303, One Pacific Place, 88 Queensway, Hong Kong. 
Telephone: 5-8443888, Telex: HX74217, Fax: 58101547 











` Rents starting from HK$19,600/month are inclusive of management fees, | 





136 furnished and serviced suites conveniently located on the 14 floors above 
the Marriott Hotel 

Owned and managed by Swire Properties Limited 

As many as 10 different designs with sizes ranging from studios of 606 sq. ft. 
to spacious duplexes of 3,388 sq. ft. 

Completely furnished and fully equipped with cutlery, crockery, linen and 
clectrical appliances 

Centrally airconditioned for year-round comfort 

Magnificent harbour views 

Complete daily maid service 

Security system with sophisticated equipment and well-trained staff 

Marriott Hotel's swimming pool, health club, business centre, restaurants and 
room service conveniently available at special discounts 

Easy access to transport services and within walking distance of the rest of 

Central District and Wanchai 

Pacific Place facilities will, on completion, include The Mall, a 800,000 sq. ft. 
shopping complex with eating and entertainment facilities, a car park in the 
basement, two first class office buildings, luxury apartments and three major hotels 
Immediate Occupation 





maid service, air-conditioning, furnishings, household appliances, utilities and — 






government rates | 2 








AVAILABLE FROM THREE MONTH TO TWO YEAR LEASES 
VIEWING BY APPOINTMENT ONLY 






in Southeast Asia and the 
other form of national enter- 






PETER BARNETT 
Former director 
Radio Australia 
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Wheelers Hill, Victoria 


insulated from the winds of change 
A few Singaporeans are wondering whe- 
ther the awesome winds of change which 
are sweeping through the communist world 
will also swing through the stifling, cen- 
sored environment of Singapore. 
Unfortunately, the "rulers" of Singapore 
have probably succeeded, where the 
Chinese and the East Germans did not, in 
emasculating an entire generation. The 
pountry is sinking ever deeper into a moral 
and mental morass while its physical needs 
*re catered for only too well. 
ghtest are leaving, of course, which only 
makes the circle all the more vicious. Best 
airport in the world; cleanest city in the 
World; but ultimately the saddest tragedy of 









yur times. ` 
singapore 





Taiwan faction is centrist, not radical 
must take issue with the description of the 
New Country Alliance of the Democratic 
"rogressive Party in Taiwan as "radical" 
REGIONAL BRIEFING, 16 Nov.]. By interna- 








ional standards, the position of the alliance 


s close to the centre of the political spectrum. 
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The alliance believes that its goals of 
full freedom and democracy can be best 
achieved through international respect for 
the sovereignty of Taiwan as à nation, 
peaceful coexistence with China, and a 
retum to membership of th |. The 
methods proposed by the alliance for 
achieving democracy in Taiwan are pre- 
cisely the same as those advocated by Lech 
Walesa in Poland and Cory Aquino in the 
Philippines during the Marcos era. 

It is the ruling Kuomintang which is 
positioned way off to the right of centre, and 
this is why it attempts to put the "radical" 
label on the alliance. 

Also, the correct name of the leading op- 
position figure who returned to Taiwan is 
Lin Yi-hsiung. 
The Hague 






GERRIT VAN DER WEES 


Malicious slur on principled leader 
I take exception to the article Immortalizing 
Marcos [26 Oct.], particularly with respect 
to Ilocos Norte Vice-Governor Rolando 
Abadilla whom, for no apparent reason, 
writer Susan Blaustein maliciously branded 
as “Mad Dag.” 

I can only surmise that Blaustein was un- 





wittingly influenced 
machinery of the 
which has reso 
grate leading opp 
Abadilla is a ki 


+ 


human-rights violations to 
bellion, and he we 
vice-governor е 
During the 7 
to Manila, ће“ 
Filipinos in what | | 
the biggest mass action si 

people's revolution of 


Laoag City Association of | 


A genius by апу other пате — | 
Talking of schoolboy howlers [TRAVELLI 
TALES, 28 Sept, |, itis a pity you can 
name right. While Gerard Ной is 
undoubtedly an idiosyncratic genius, T am | 
not so sure about Gerald. 2 
Horsham, England. 
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For your personal copy of our Directory of 225 luxury. р 
hotels worldwide in your choice of English, French, German, 
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grouping. While the Congress campaigned 
on political continuity and national unity, EE Т" ТИШИ 

the opposition made Gandhi's ineptitude India at the polls (10). The two largest confederations of non- 
and alleged corruption the prime target of communist unions merge to form a single 
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together have apparently put an end to the 
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“dynastic democracy” of the Nehru- Afghanistan : Mujahideen Hongkong: Refugees 
“ Gandhi family and ushered іп an era of The US and Pakistan back the Afghan The British Government is set to repatriate 

political confusion and uncertainty, rebels in a last-ditch attempt to salvage forcibly Vietnamese boat people despite 

reports New Delhi bureau chief James some credibility by taking the border city of ^ protests from Washington 33 

Clad. In nearly every state, the party in Khost 19 Philippines : Сој 

control has been trounced and a clear і llippines: Comme = 

north-south divide has emerged in party Thailand : Defence 0 The surprise return of rich Marcos crony 
Air force commander Air Chief Marshal Cojuangco, who faces civil charges, stirs 


line-ups. Another feature of the violent ae 9 
zwi v4 Kaset Rojanin moves to revamp the Royal fears of political unrest 34 
election is the emergence of the militant Thai Air Force and, at the same time, 
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joint-venture firms involved in securities Hongkong every day in business, if notin 
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sudden announcement of new rules persuade the government of the Solomon While Filipinos ponder how former 

clarifying licensing requirements for Islands, in the southern Pacific region, to Marcos business ally Eduardo “Danding” 

securities companies, the decree is agree to open bilateral diplomatic relations. Cojuangco got back into the country, court 

considerably more modest than a draft Soviet diplomats have been campaigning records show Cojuangco to be familiar with 

which has been circulating for several on the issue since April. However, the many forms of transport. As well as shares 

months. Foreign companies now are Soviets are expected to renew their efforts in 243 companies and vast areas of land, 

allowed to enter the underwriting after their new embassy in neighbouring Cojuangco owns 13 aircraft, including 

business, and several overseas firms are Port Moresby becomes fully operationalin | seven helicopters and three long-range 
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Taipei drafts tough laws to combat crime 
and labour unrest in a bid to boost business 
confidence 52 
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Seoul's heavily subsidised beef farmers 
and its beef import curbs become a source 
of growing trade friction 53 


Japan: Projects 
Nagoya, home to car giant Toyota, unveils 
. ambitious development plans 55 


US-Japan : Trade 

Washington steps up its attacks on 
collusive bidding for contracts by Japanese 
construction firms 56 


Cairns Group: Trade 
Cairns Group countries finalise their 
10-year plan to liberalise farm trade 58 


Gatt: Trade 
Washington and Brussels push for 
tougher anti-dumping measures 58 


Hongkong-Singapore : Markets 
Hongkong and Singapore, longstanding 
business rivals, battle it out to become 
Asia's top financial centre after Tokyo. The 
two city states, long thought to be poles 
apart in terms of atmosphere and 
regulation, are actually becoming more 
alike 60 

Converging paths 62 

Offshore options 63 


cruisers and mobile homes. Unfortunately, 
all have been sequestered by the 
Presidential Commission on Good 
Government and thus could not have been 
used for his secret entry. Speculation on 
Cojuangco's return extends to small- 
aircraft flights from Papua New Guinea. 


Exchange Anxieties 
US State Department 
officials want 
President George 
Bush to veto the 
Emergency Chinese 
Immigration Relief 
Bill which would 
allow Chinese 
students studying in 
the US on exchange 
visas to stay on in the 
US for four extra years after 5 June 1990. 
Immediately after the Peking massacre in 
June, Bush ruled that those students 





Bush. 
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Philippines : Economies 

Regional urban centres are fast becoming 
the engine of the Philippines’ continuing 
economicrecovery 64 


Malaysia : Companies 

The takeover of Multi-Purpose Holdings 
by undercapitalised Kamunting Corp. is 
turning into an exercise in asset 
stripping 72 


India : Companies 
Higher prices lead to increased corporate 
profits 73 


Taiwan: Finance 


Paper group Yuen Foong Yu floats the first 
Taiwanese convertible Eurobond in 
London 74 


South Korea: Finance 
Seoul relaxes restrictions on companies 
raising money overseas 74 


whose visas expire before 5 June 1990 but 
who wish to stay for political reasons ` 
would not be deported until that date. The 
State Department officials fear that the 
longer extension proposed would threaten 
the future of academic exchange 
programmes and give Chinese students, 
including those who are not pro- 
democracy activists, an excuse for staying 
in the US indefinitely. 


A Clean Coalition 


Japan’s Komei (clean government) party is 
considering forming an alliance with the 
ruling Liberal Democratic Party (LDP) 
following the election to the lower house of 
parliament which is due next year. The LDP 
expects to win a small majority in the lower 
house but would need Коте! $ support in 
the upper house where it was defeated in 
an election in July. LDP proposals for the 
reform of the 3% consumption tax are 
likely to reflect Komei priorities. 
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China Risk Reappraisal 

Peking’s austerity programme and 
political instability after the turmoil of May 
and June have left Japanese companies 
with investments in Guangdong 
pessimistic about future business prospects 
in the formerly high-flying province. 
While few have actually pulled out of 
operating ventures, the pace of new 
investment seems certain to slow 
dramatically. 


Mercenary Worth 

The Maldives Government recently 
approached Sri Lankan Foreign Minister 
Ranjan Wijeratne to check if Colombo 
would accept the return of Sri Lankan 
mercenaries, imprisoned in the Maldives 
after the abortive November 1988 coup 
against Maldivian President Maumoon 
Abdul Gayoom. Wijeratne is known to 
have told Male it could “drop them into the 
sea" for all he cared. 













oters in India’s ninth т elec- 
tion have given Prime Minister 
Rajiv Gandhi's Congress party the 
largest single block of the 525 par- 
liamentry seats contested, but have denied 
him a working majority. As a result, they 
have plunged the country's politics into a 
‘period of unprecedented confusion and 
probably sealed Gandhi's political demise. 
"Ву the morning of 29 November, the 
_ Congress had won just 185 of the 481 seats 
declared, as against the 415 seats bagged by 
jt in the previous general election in De- 
_ cember 1984. This time opposition parties 
openly campaigning to evict Gandhi have 
ogether won at least 280 seats — a majority 
in the 543-seat lower house of parliament. 
“Тһе final Congress tally may be just over 
00. 
- "Although the results have greatly scram- 
bled the parliamentary picture, the election 
Фа reveal a few common denominators: 
> A pattern of anti-establishment voting. In 
early every state the winning candidates 
epresented parties opposed to the state 
governments. 
> A clear north-south divide. This was 
-achieved Бу a northern sweep against Con- 




























gress and by a contrary, pro-Congress mood 
in two southern states, Andhra Pradesh and 
Karnataka, and by a sharp swing in favour 
of Congress allies in two other southern 
states, Kerala and Tamil Nadu. ` 

> A strong nationwide movement towards 
the Bharatiya Janata Party (BJP), a partisan 
grouping of Hindu revivalism. BJP support- 
ers range from the unpleasantly com- 
munalist Shiv Sena (which scored strong 
gains in Maharashtra, Bombay's home 
state), to the Vishwa Hindu Parishad and 
the Rashtriya Swayam Sevak Sangh. Provi- 


sionally, the BJP has won 82 seats from places 
as far apart as Gujarat, Rajasthan, Ma- 
harashtra and Madhya Pradesh. In the last 
parliament it held just two. 

№ The elimination of a bevy of prime 
ministerial hopefuls among the opposition’s 
regional ranks. The Janata Dal’s R. K. Hegde 
in Karnataka and N. T. Rama Raoin Andhra 
Pradesh suffered embarrassing setbacks. 


The rout was total, as simultaneous state as- | 


sembly elections in both states went against 
them. On 27 November, Rama Rao resigned 
as state chief minister. Senior Congress 
ministers who lost their seats included Buta 
Singh (home), Z. A. Ansari (environment), 
Jagdish Tytler (food processing), Rajesh 
Pilot (surface transport), Ram Niwas Mirdha 
(textiles), and Mohsina Kidwai (urban deve- 
lopment). 

> Given the near total rout of Congress 
candidates in the northern “Hindi belt,” 
cabinet survivors such as Energy Minis- 
ter Vasant Sathe and Foreign Minister 
P. V. Narasimha Rao, both from southern 
India, will have more influence in the 
surviving Congress parliamentary party, 
which now has a distinct southern fla- 
vour. 















One man % s vote 


EE тһе Indian Constitution, exactly 40 years old on the last day of 
° the 22-26 November general election, is one of the world’s 
ae longest and most detailed. Yet it is silent on one crucial question 
C occ what happens if no party wins an overall majority in the Lok 
| . Sabha, the lower house of the Indian parliament? 

Таб the dilemma, some say opportunity, now facing Presi- 
dent R. ‘Venkataraman. As head of state he possesses the same 
residual, if somewhat vague, powers exercised by the British 
| паш When v voters. Piet ға parliament in which no single 

ір of partie: : lis оп a common DS 








2. the legislative: asst 





commissioner says the rule also apf 
dates contesting and winning under a party banner. | 


| the upper house; a 
t tes. The first president, — 
Alenia Prasad, maintained his s independence b but later г cum- Ж 
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bents became the compliant instruments of powerful prime 


ministers. The nadir was reached when president Fakhruddin 


Ali Ahmed meekly assented in July 1975 to Indira Gandhi's Seif : 


interested request for a proclamation of an emergency. | 

In essence, the president has two constitutional options. He 
can invite any leader who he believes can command a majority in 
the Lok Sabha to become prime minister; more broadly, he may 


interpret the election result as a rejection of the Congress party, -. 
and invite an opposition leader to form a government. Here, the 


logical choice is the Janata Dal's leader V. Р. Singh. 


Given Venkataraman's past. loyalties, the non-Congress óp- 


position watched him warily in the immediate post-election 


period. They feared he might invite | the remaining amp of Con- | 


gress MPs to have the first shot at forming a coaliti 
after several weeks of “chequebook politics” bring 
Congress MPs into the f de 

That no longer appears а. alistic option. First, 4 an "aiti défec- 
tion" law passed by the last parliament аз а constitutional amend- 






ment prevents MPs from switching parties. ‘While there is doubt | 





about whether it only affects sitting MPs, the current electio 
plies to newly elected candi- 











. Second, the present national mood will prob; sably condemn 


any parliament consisting solely of Congress MPs and petty allies 








‘to failure. Sentiment favours at least a trial period i in pe for 
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Gandhi; > election resulte attract crowds; V. P. Singh: : сенга одаје. 


> A lower-than-expected turnout, of about 
58%. This reverses a trend towards succes- 
sively greater electoral participation since 
independence and suggests rising disen- 
chantment with, or indifference to, the 
electoral process. In some places, outright 
voter intimidation occurred, often along 
caste lines, with rural turnouts as low as 
20%. 

Despite the new parliamentary arithme- 
tic, there was no guarantee that the Con- 
gress, which has ruled independent India 
during all but three of the past 42 years, 
would go meekly into opposition. 

Unquestionably, however, the prime 
minister has lost this election. His erratic 
campaign tactics showed a fitful attack of 
nerves and opportunism, including a flip- 
flop approach to the communally charged 
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temple-foundation ceremony at Ayodhya 
on 9 November (REVIEW, 23 Nov.) and hy- 
sterical warnings of national disintegration if 
the opposition won. 

Gandhi simply ignored charges of cor- 
ruption and steeply rising consumer prices, 
while, in the final days of the campaign, he 
reinforced the sense of desperation by an- 
nouncing expensive welfare schemes for 
women that the Election Commission said 
breached campaigning rules. 

In an attempt to win Muslim voters back 
to the Congress, he also announced that 
Prophet Muhammad's birthday would be- 
come a national holiday. To flatter a once de- 
pendable Congress "vote bank," the prime 
minister also promised to extend for another 
decade various constitutionally reserved job 
and university placement quotas for the 
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underprivileged classes. But these moves 
mostly backfired or missed their target. 

The dismal campaign extended to his 
own constituency of Amethi in Uttar Pra- 
desh, where he faced an inspired Janata Dal 
choice of a candidate, Mahatama Gandhi's 
grandson Rajmohan Gandhi. Opposifion 
slogans asked voters to choose between the 
“real” and the “bogus” Gandhi. The prime 
minister had won Amethi with 73% of the 
votes in 1984; this time around his margin 
was much slimmer. 

Even here his victory had a sour taste. 
Violent incidents marred Amethi's voting, 
including the serious wounding by gunfire 
of a senior organiser for the Janata Dal, the 
leading opposition party. Congress workers 
also seized some Amethi polling booths. 

It is not simply the bad campaign or even 
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That is why the National Front (NF) — 


grouping of centrist and regional parties led by 
V. P. Singh — especially, is calling for the presi- 
dent to respect the broad, anti-Congress “will of 
the people,” and choose the broad constitutional 
option. 

If numbers alone mattered, a majority gov- 
ernment comprising all or mainly anti-Congress 
parties could come into being tomorrow. The 
Communist Party of India-Marxist (CPM) and the 
Bharatiya Janata Party (ВЈР) garnered the most 
seats after Congress and the NF — and combined 
can easily outnumber Con 

But mutual dislike between the CPM and BJP 
remains one of the few “givens” of Indian poli- 
tics. About the best that Singh can expect, there- 
fore, is that pragmatism, plus an eye on the next 
election results, will induce both of them to sup- 
port an NF government in return for covert pa- 
tronage. 


On 29 November the major opposition parties convened to 
discuss the creation, if need be, of a minority NF government de- 
pendent on "outside" СРМ and BJP help. This is hardly the stuff of 





Venkataraman. 


stable politics, however, and the inherent instability may guarantee 


a continuing role for the president, whose term runs until 1992. 
For the longer term, there are a number of alternatives, in- 


cluding an eventual coalition between the Con- 
gress and Janata Dal. Such an arrangement 
would give the government up to 350 seats, while 
bestowing the not unwelcome label of leader of 
the opposition on BJP leader L. К. Advani, who 
won the New Delhi seat. The communists 
would stay out in the cold. Another possibility is 
an eventual coalition, sharing portfolios between 


a suitably "sanitised" Congress, the CPM, the 


rival Communist Party of India and other groups 
inclined to support Congress in the past. 

But some observers thought they detected 
hints of a more dramatic game by the president. 
As finance and defence minister under Mrs Gan- 
dhi, Venkataraman's ambitions were thwarted 
by Rajiv Gandhi's abruptelevation to the premier- 
ship after his mother's assassination. The presi- 
dent could, quite legally, form the next govern- 
ment himself — a prime minister only needs to 
win a Lok Sabha seat sometime within six 


months of becoming premier. Such a scenario not only would in- 
volve Venkataraman dropping Gandhi, but would also mean 
promoting Vice-President S. D. Sharma, to the presidency. 

If this notion seems far-fetched, itis only a measure of the pos- 
sibilities — if not now, then perhaps after a minority government 
has run its unstable course. 


в James Clad 
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"REGIONAL AFFAIRS 
. the loss of nearly half the party's Lok Sabha 
seats that may hasten Gandhi's departure. 

Э E The major incentive for his party to remove 
| himi is thata different leader at the helm may 
eve a better chance of engineering, and 

en controlling, a future coalition govern- 
% EN Ent 

Yet Congress and its leader are not the 
Е only losers іп the polls. The electorate also 
22 punched two gaping holes in the armour of 
the National Front (NF), the principal oppo- 
sition coalition which contested 315 seats. 
_ Together with the newly merged Janata Dal 
party, leaders of four regional parties had 
. bolted the NF together in boiler-plate fashion 
. earlier this year. Janata Dal leader V. P. 
Singh, a former Congress finance minister, 
is the convenor of the NF. 

Although the Janata Dal did well in Uttar 
Pradesh, the NF did poorly in the south, 
where regionally minded voters wreaked 
havoc on NF calculations. NF chairman Rama 
Rao watched his Telugu Desam party disin- 
tegrate, while another-regional NF party, the 
Dravida Munnetra Kazhagam (DMK), was 
swept entirely from the boards in Tamil 
2 Nadu. With both southern props blasted 
22 Out from underneath it, the 
— МЕ lost any chance to gain a 
. .. majority on its own. 

e The most significant long- 
. . term result of this poll could 
____ be the phenomenal success 
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` of the вр. In Gujarat and 
— Rajasthan, the BJP outpolled 
E | the Janata Dal by about 50%. 
Pe. The BJP has now marched 
firmly into the parliamentary 
mainstream, with possible 
sombre consequences for 
India's secular political sys- 
tem. The fourth ranking 
party in the new parliament, 
the Communist Party of 
India-Marxist (CPM), has also 
managed to improve its na- 
tional representation, winning a few new 
seats in northern states. On the other 
hand, the CPM did poorly on its home- 
ground, Kerala, which this time will be 
represented by only two CPM MPs. The 
party's other regional bastion, West Bengal, 
held firm. 


he poll shows handsome di- 

vidends for the patient seat-adjust- 

ment process which has been pro- 

ceeding quietly for much of this 
year between the main opposition parties. 
Indian pollsters measuring what they call 
the index of opposition unity have rated it 
about as high this year as in 1977, the last 
time the Congress lost its majority. In Indian 
parliamentary politics, one-to-one contests 
(ignoring the always plentiful but light- 
weight independent candidates) have al- 
ways favoured the opposition. In a sense the 
Congress had already lost this election be- 
fore campaigning began. 
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The latest elections do have some paral- 
lels to 1977, when a Janata coalition swept 
Rajiv Gandhi's mother, Indira, from power. 
Then, as now, the "Hindi belt" stretching 
from Rajasthan to Bihar and down to 
Madhya Pradesh swung sharply against the 
ruling party. And then, as now, the south- 
ern states have preserved Congress’ pre- 
sence in parliament. 

Pro-Congress sweeps of 8-10% in 
Andhra Pradesh and Karnataka have deliv- 
ered 38 seats to the Congress tally and wins 
by electoral allies in Tamil Nadu and Kerala 
have lifted that southern profile still higher. 
In Tamil Nadu, the Congress ally, the All 
India Anna DMK, resoundingly thrashed the 
DMK party which just nine months ago 
swept triumphantly into power іп this 
populous southern state. 

The key issue now is whether the NF 
would have to rely entirely on support from 
both the БІР and the СРМ. The returns 
suggest that it must. V. P. Singh may thus 
form a minority government dependent for 
daily survival on two parties which despise 
each other. The CPM would like to come into 
an NF-led cabinet but Singh fears the BJP's 
support would then become 
precarious. On the other 
hand, the СРМ probably 
means what it says when it 
threatens no support for an 
NF coalition with the “com- 
munalist" ВР. 

If there is a common 
theme to these polls it is the 
effect, for good or ill, of re- 
gional parties and ргејег- 
ences. Congress has been 
saved in large measure from 
total rout by  regionally 
minded voters taking aim at 
politicians running the oppo- 
sition-ruled states in which 
they live. 

The negative voice of the 
voters was also evident in Haryana, where 
the Janata Dal's 75-year-old Chief Minister 
Devi Lal hoped to make much of his power 
base. His supporters spoke of him as a fu- 
ture prime minister, even though the state 
sends only 10 MPs. Devi Lal had boasted 
these would all be "his people," but voter 
disenchantment with his nepotic govern- 
ment, and a last-minute resignation of four 
state ministers, helped stem the anti-Con- 
gress tide in this part of the north. 

The results have complex ramifications 
for the future pattern of state government 
loyalities. Simultaneous state assembly 
polls occurred in Karnataka, Andhra 
Pradesh, Uttar Pradesh and Orissa. In the 
two southern states the Congress romped 
home. In Orissa and Uttar Pradesh, Con- 
gress governments have lost. 

Congress governments also run Gujarat, 
Rajasthan and Bihar. In each of these states 
the anti-government mood was palpable. 
In Gujarat and Rajasthan, the swing against 
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the ruling party exceeded 15%, entirely 
eliminating Congress from Gujarat, and 
Rajasthan. In Orrisa the sweep was almost 
as strong. Had seat adjustments been more 
conclusive in Bihar, the results there might 
also have almost eliminated any Congress 
hold on the state's 54 seats. 

Although manoeuvring could have 
continued under a caretaker government 
until 14 January (the date by which the 
parliament elected in 1984 would have 
been automatically disolved), Gandhi's 
cabinet on 27 November asked President R. 
Venkataraman to dissolve the Lok Sabha 
forthwith. The largely ceremonial head-of- 
state complied, even though a rapidly con- 
vened parliament will reduce his own free- 
dom to influence the shape of a future gov- 
ernment. 


n this context the government's recent 

anti-defection law, which has the 

status of a constitutional amendment, 

assumes importance. The amendment 
to the constitution permits wholesale defec- 
tions by MPs from their party, so long as at 
least one-third of a party's total parliamen- 
tary representation jump ship. 

However, the same amendment also for- 
bids individuals to switch party labels. It is 
possible that major parties, by force of 
"chequebook politics," may sway many ad- 
versary MPs into their fold before the new 
Lok Sabha convenes. On 29 November, 
Gandhi and his cabinet resigned but were 
asked by the president to continue as a 
caretaker regime. 

Atthe back of most analysts' minds is the 
spectre of a grand coalition grouping both 
the Janata Dal and the Congress. The first 
casualty of such a concord would be Gand- 
hi. More problematic might be claims of a 
gigantic sell-out by Janata Dal's leaders. Yet 
V. P.Singh, as a riposte, could point to the 
rout of many Congress ministers, and to 
Gandhi's departure, as proof of victory. 

Such a coalition would then face an op- 
position comprising for the most part the 
two ends of this election's anti-Congress 
spectrum that most despise each other. 
Such a government could then begin hap- 
pily painting the BJP as a group of tinderbox 
communalists and could dismiss the com- 
munists as out-dated, public-sector de- 
votees obstructing economic liberalisation. 

However the next government evolves, 
the close electoral arithmetic has focused 
new attention on the postponed poll in the 
ethnically troubled state of Assam, which 
sends 17 MPs. Ruled by an NF component 
party, the election here, promised for Janu- 
ary, could have a disproportionate influence 
on the New Delhi numbers game. 

Whatever the complexion of the new ad- 
ministration — and signs still pointed on 29 
November to a stab at a totally non-Con- 
gress government — the coming weeks will 
witness intense bargaining and a time of 
bare-knuckled patronage peddling. a 
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The new government will need new IMF credit 


Post-poll problems 


public-revenue deficits need strong cor- 

rective surgery, the 22-26 November 
general election has raised the spectre 
of a weak central government. Official 
economists and outside advisers are now 
predicting that India may be forced to 
seek new IMF credit within the next eight 
weeks. 

Despite economic liberalisation since 
1984, it still requires rock-hard political nerve 
to dismantle or divest India’s public sector, 
now gobbling up US$7 billion in public 
funds each year. This amounts to a net pub- 
lic sector "dissaving" of nearly 3% of GDP. 
Given chronic revenue shortfalls, there also 
would seem to be little choice but to cut de- 
fence spending and various subsidies, to- 
gether amounting to 40% of budgeted ex- 
penditure in recent years. 

While the remedies seem obvious, im- 
plementation will not be easy. The outgoing 
Congress government, with al- 
most 80% of parliament behind 
it, failed to address these prob- 
lems. How likely is it then, 
that a minority government 
can summon the necessary will 
and energy? 

The external account ap- 
pears to be causing the most 
immediate worry. Fears about 
its electoral chances helped 
fuel increases in government 
spending in October and Nov- 
ember, with Prime Minister 
Кају Gandhi's government 
going deeper into deficit financ- 
ing via new credit from the Re- 
serve Bank of India (RBI). The 
merchandise account also tilted 
more sharply towards import 
payments. 

Although figures are not yet available, 
RBI sources said imports and government 
spending have soared during the current 
quarter. Elections always prompt a spurt in 
spending by opposition and governing par- 
ties alike, and this recent poll is no excep- 
tion. 

These advisers now say that money sup- 
ply has grown so quickly that India may 
have to contend with double-digit inflation 
during 1990. By September, the RBI's re- 
ported reserves had dropped to the equiva- 
lent of under six weeks’ imports. Well-in- 
formed comment now puts reserves at a 
level “well below” that figure. 

Some senior officials even talk alarmingly 
about invoking a dusty constitutional provi- 


Iz when India's external-trading and 
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sion that allows President R. Venkataraman 
to declare an emergency to counter a threat 
to the "financial security of the nation." 
While this appears fanciful, there is no gain- 
saying the level of anxiety among some 
senior economists within the government 
about the reserves position. Responding to 
the inconclusive election results, the Bom- 
bay stockmarket plunged 3% on 28 Novem- 
ber — the third-largest drop in 1989. 

Central government financing and ba- 
lance-of-payments issues form just one of 
many problems facing whatever combina- 
tion of politicians inherits Gandhi's five- 
year-long administration. A list of high- 
priority problems requiring "first aid" from 
the new government would include: 
> Communal passions aroused during the 
election campaign, including the recent, de- 
bilitating round of riots and massacres in a 
number of states. 
>» Reform of the police. As evidenced in re- 
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Satirical wallposter on the Gandhi dynasty: bankrupt legacy. 


cent communal troubles, many state police 
forces have become increasingly ill-disci- 
plined. For example, in recent anti-Muslim 
rioting in Bihar, the army provided protec- 
tive custody to more than 100 Muslims. The 
next day, after being handed over to the po- 
lice, they were found murdered. 

> Drastic reform of the legal system. As 
Gandhi has noted, the courts are in a sham- 
bles. Delays and corruption have nearly de- 
stroyed the system's usefulness as an arbiter 
of commercial disputes. During the long 
period of Congress ascendency, judges 
have become highly politicised and divided. 
> The revival of parliament. The prestige of 
parliament has declined during the 1980s. 
Constitutional amendments flowed thick 
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and fast, rubber-stamped by Congress 
majorities. Successive governments treated 
the 1949 basic charter as a malleable and par- 
tisan instrument. In recent years, the gov- 
ernment has abused a constitutional provi- 
sion allowing the compliant president to 
issue ordinances while parliament is in re- 
cess. 

> The revival of cabinet government. Both 
Gandhi and his mother, Indira, before him, 
relied heavily on cronies and backroom ad- 


visers, including (for Rajiv) airline pilot bud- | 


dies and flamboyant Indian expatriates. He 
and his mother chose cabinet members on a 
test of loyality rather than competence. 

This last feature has prompted sustained 
criticism from both in and outside India. For 
example, Gandhi's Steel and Mines Minister 
M. L. Fotedar gained a reputation as a Con- 
gress bagman, more conversant with party 
finances than with his portfolio. Parliamen- 
tary Affairs, Information and Broadcasting 
Minister H. K. L. Bhagat often figured as 
another example of this phenomenon. 

Although no blanket judgment can be 
made on Gandhi's full cabinet of 27 mem- 
bers — by the election, another 31 MPs had 
jobs as less-ranked ministers of state — 
diplomats and senior civil servants can 
scarcely disguise their bewilderment at the 
mediocrity of some cabinet ministers. Nor 
have standards of ministerial 
competence improved with fre- 
quent cabinet reshuffles. 

The issue has no easy solu- 
tion. In defence of their disre- 
gard of formal cabinet govern- 
ment, both Gandhi and his 
mother explained that they 
had sought to circumvent In- 
dia's ponderous bureaucracy by 
dealing directly with favour- 
ed senior officials or even, in 
Rajivs case, by talking di- 








rectly to district-level offic- 
ers, 

At a more fundamental 
level, long-gestating ideas 


about a more balanced form of 
Indian federalism could begin 
to take hold in a period of 
non-Congress rule. This could 
occur by default, as a result of weakness 
at the centre, or by design. 

The present weighting tilts heavily to- 
wards the centre, with successive govern- 
ments abusing powers ostensibly held by 
the president to dismiss state governments 
on the basis of cooked-up “emergencies” 
and to impose “president's rule" — direct 
rule from New Delhi — at will. 

In addition, New Delhi-appointed gov- 
erners are, to use Indian journalist Prabha 
Dutt's expression, “mostly tub-thumping, 
superannuated politicians who have learn- 
ed their lessons in the streets and have little 
time for constitutional niceties . . . [and are] 
not about to abandon the loyalties of a 
lifetime." и James Clad 


e ni 





13 


ШУЫТ УП Л 


REGIONAL АЕ ЕА 


ا 


China to try nationals 
for crimes committed abroad 


> Chinese nationals who commit counter- 
revolutionary crimes abroad will be held 
responsible for those crimes when they 
return to the mainland, according to a 
statement by Xiang Chun, a vice-chairman 
of China's National People's Congress 
legal committee. This could mean that 
Chinese residents of Hongkong, all of 
whom are regarded as Chinese citizens 
under Chinese law, could be prosecuted for 
acts of political expression in Hongkong. 
But Xiang, who also is a member of the 
committee drafting the proposed mini- 
constitution for Hongkong when it 
becomes a special administrative region of 
China in 1997, said he did not think cash 
donations to Peking students during the 
demonstrations in June would be regarded 
as an offence. 


Bush vetoes major bill 
imposing China sanctions 


> US President George Bush has vetoed 
the State Department Authorisation Bill 

for reasons unrelated to China, thereby 
nullifying for the time being the many 
China sanctions attached to the bill. 
However, separate sanctions attached to 
other bills — restricting World Bank and US 
Export-Import Bank loans to China as well 
as the use of Chinese satellites by US parties 
— have, or are likely to, become law. 


South Pacific nations 
ban driftnet fishing 


> The 20 South Pacific nations attending 
the driftnet fishing conference in Wellington 
went further than expected by adopting on 
24 November a convention banning the 
controversial practice in international 
waters bounded by Australia, French 
Polynesia, New Zealand and the Marshall 
islands, as well as in the 200-mile exclusive 
economic zones of the signatories. However, 
Japan and Taiwan, the two countries which 
engage in the this type of fishing, have 
rejected the convention. The Japanese 
delegation made it clear from the outset 
that it would not abide by any ban in 
international waters, while a Taiwan 
delegation did not participate after being 
refused recognition under the name 
Republic of China. 


Roh consolidates East 
European relations 


> President Roh Tae Woo became the first 
South Korean head of state to visit a socialist 
country when he arrived in Budapest for a 
three-day state visit. Roh's trip also includes 
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visits to West Germany, France and Britain, 
but is designed primarily to showcase his 
administration's success in building up 
diplomatic relations with Eastern Europe. 
Poland recently established diplomatic ties 
with South Korea and Yugoslavia is 
expected to formally establish relations in 
the near future. 


Taiwan legislators draft 

jury trial proposal 

> Taiwan's Judicial Yuan has drafted a 
49-article statute allowing defendants to 
request jury trials in cases involving heavy 
penalties, professional expertise or public 
order. Previously trials had been conducted 
by judges only. Under the draft law, 
defendants tried by jury would forfeit their 
right of appeal. Jurors would be required to 
have a minimum of a high-school 
education. The law's drafters remained 
divided on whether the jury would have to 
decide its verdict unanimously or by simple 
majority. 


Social indicators 


Mongolia's population moves 
to the cities 
`. Million 
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Selangor legislators 
anxious over Islamic law 


> Eight Selangor state assemblymen from 
the Malaysian Chinese Association (MCA) 
have tendered conditional resignations, in 
an attempt to persuade the Selangor 
legislature to amend two provisions in its 
Islamic administrative law when it 
convenes this month. In July, the assembly 
passed a bill allowing minors to convert to 
Islam without their parents’ consent. It also 
provided that where non-Muslim parents 
embraced Islam, their children would 
automatically be deemed Muslims if they 
were minors at the time of their parents’ 
conversion. The MCA had agreed to the bill, 
while its political rivals, the Democratic 
Action Party, had loudly opposed it. 

The constitutional dilemma arises 

because Islam sets puberty as the onset 

of adulthood whereas the constitution sets 
it at 18. 
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US defence secretary 
tries to stave off cuts 


> In an apparent 
attempt to pre-empt 
even deeper cuts in 
US defence spending, 
Defence Secretary 
Richard Cheney has 
suggested significant 
cuts of US$10-15 
billion in the 1991 r 

fiscal year and US$180 Cheney. 

billion during 1992-94. 

Current spending is about US$300 billion a 
year. Savings are likely to come in part from 
US force reductions in Europe and Asia, 
particularly South Korea, and demands for 
greater defence burden-sharing by allies, 
notably Nato, Japan and South Korea are 
expected to intensify. 





Mujahideen release two 

Soviet prisoners 

> Following months of effort by the 
International Committee for the Red Cross 
and a great deal of arm-twisting by 
Pakistan, the Afghan guerilla interim 
government handed over two Soviet 
prisoners of war to their weeping mothers 
in Peshawar. They were Andrei Lopukh 
and Valeri Prokapchuk, both aged 20. The 
Soviet Ambassador to Islamabad Victor 
Yakunin, shook hands with mujahideen 
leader Pir Ahmad Gailani and said he 
hoped there would be more such 
exchanges, promising that the Kabul 
regime soon would free mujahideen 
prisoners as a reciprocal gesture. The rebels 
are estimated to be holding 80-100 Soviets, 
though Moscow says that 3,213 soldiers 
are still missing in Afghanistan. The 
mujahideen claim Kabul's forces are 
holding 40,000 of their prisoners, 

though the regime says it only has about 
7,500. 


Sihanouk supports UN 
trusteeship for Cambodia 

> Cambodian resistance leader Prince 
Norodom Sihanouk on 27 November 
expressed his support for an Australian 
proposal that his country be placed under 
UN interim administration until it holds 
elections. He cited the stalemate in the 
guerilla war and talks to resolve the 
11-year issue and said trusteeship presented 
an alternative to continued fighting. 
However, diplomats were sceptical about 
the proposal succeeding because of both 
technical obstacles and likely opposition 
from both the Phnom Penh government 
and the major powers backing the two 
sides. 
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“Му Rolex will be my life-long partner.” 


It was а соја January in New 
York in 1976 when the bright 
lights of international stardom 
first shone on Yoko Morishita. 
In its review of her incredible 


performance with the American ` 


Ballet Theatre, The New York 
Times ventured a prophecy. 
“Perfect positioning, impeccable 
balance - her every gesture 
guarantees Yoko Morishitas 


destiny as a classical ballerina.’ 


Today the international ballet 
world is indeed aware of Yoko 
Morishita. She has now danced 
with such brilliant partners as 
Fernand Bujones, Jorge Donn, 
Balee Inharm and the great 
Rudolf Nureyev. Such classic 
pairings are a measure of Yoko 
Morishitas superb technique, 
which is winning her an ever- 
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growing following. 

Though gifted with enormous 
natural talent, Yoko Morishita 
disdains terms of adulation such 
as “genius”. She sees the attain- 
ment of perfection as a struggle 
of ceaseless effort, unwavering 
intensity. 

wear out a pair of toe shoes 

every day, she says. Human 

muscles have a short memory, 50 
daily practice 15 important to 
me. If I miss one days s practice, 
[ notice the slack. If I miss two 
days, my partner notices. [f I miss 


three days, the audience notices.’ 


Before every performance 
Yoko Morishita asks someone 
in the wings to give her a quick 
critique. In this way her efforts 
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to improve extend into he 
al performance. It was ded 
tion of this order that mad 
in 1985, the first Japanese 1 
what is considered the 
honour a dancer can 
the Laurence Olivier Priz 
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truly multidomestic. 


We havea well-estab ishe 





are нези worldwide, There: are over r30, 30,000 of һе! B 
customers i in the Mid le East, Africa, Asia and | Latin America, + | 


| Where they are at home, we are at home. 





We play an important part in the development of industry 

and local infrastructure. That means much more than winning 

E | contracts. Iti means being there and knowing а country well. It 
means investing locally and becoming a part of the community: 


if your interests are international, you will find ABB prod- 





ucts and services wherever you do business. And you сап becom 


fident that ABB has what it takes to stay ahead in industries that 





compas on global terms. 
` If your interests are local, then we are right there with you = 

as insiders. FRED 
_ At ABB, we are local worldwide. / ud неба об ЫЕ 
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The US and Pakistan back a rebel assault m Khost 


The credibility gap 


By Ah Ahmed Rashid in Islamabad 


he US and Pakistan are backing a last- 
i ditch attempt by the mujahideen to 
salvage the credibility of their Afghan 
interim government by trying to capture the 
Afghan city of Khost through a war of attri- 
tion. Meanwhile, the Pakistan army has 
taken direct control over its country’s Af- 
ghan policy and a major reorganisation of 
the war's planning is under way. 

The mujahideen around Khost, in Paktia 
province near the Pakistan border, are re- 
ceiving massive arms supplies from US and 
Pakistan intelligence agencies. The agencies 
and the mujahideen believe Khost could 
serve as a temporary capital for the interim 
government, while the city's fall would em- 
barrass Kabul. 

Western and Pakistani officials said the 
mujahideen would fight a war of attrition, 
using long-range rocket bombard- 
ments and starvation, and then as- 
sault Khost. For the past two months 
the mujahideen have been tighten- 
ing their grip around the city. In Oc- 
tober they prevented a huge supply 
convoy sent by the Kabul regime 
from reaching the city, which now 
can only be resupplied by parachute 
drops and a few cargo aircraft that 
can only land at night. US press re- 
ports said the covert US and Saudi 
aid package to the guerillas for 
1990 is US$712 million. Diplomats be- 
lieve that in addition, more than 
US$100 million will be given pri- 
vately by Saudi and Kuwaiti royal 
princes. 

But most military experts believe 
that without armour and trained in- 
fantry, which the mujahideen do not 
have, Khost cannot be captured. The city 
has been under intermittent guerilla siege 
since 1982 and threw back a major rebel of- 
fensive in the winter of 1988. The city re- 
mains well defended with at least 3,000 
crack troops and minefields stretching up to 
a 16-km perimeter. 

In other fighting, the mujahideen north 
of Kabul intermittently shut down the 
strategic Salang highway in October and 
November. And despite a major offensive 
by the Afghan Government, it failed to re- 
capture the town of Pajak, west of Kabul, 
after guerillas captured it in early Novem- 
ber. 

Islamabad has been flooded with senior 
US officials assessing the war, including 

. senior State Department officials, the dep- 
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uty director of the CIA and other US experts. 
But though both US and Pakistani dip- 
lomats admit that the interim government 
has failed to broaden the base of its govern- 
ment, neither country yet appears willing to 
help create any other alternative, preferring 
to give it "one more chance," a theme 
echoed recently by Pakistan Prime Minister 
Benazir Bhutto. 

However, diplomats said that the four 
main conditions for broadening the interim 
government's base — an understanding 
with Iran-based mujahideen; gaining en- 
dorsement from former Afghan king Zahir 
Shah; contacting field commanders, and 
holding fresh elections to a new grand tribal 
council — are now impossible to achieve 
with the current government, which is more 
divided than ever. 

While the moderate leader Pir Ahmad 
Gailani late last month called for fresh elec- 





Afghan soldiers face a war of attrition. 


tions in the refugee camps to elect a broad- 
based council, the fundamentalist leader 
Younis Khalis said elections were anti-Is- 
lamic. Another fundamentalist leader and 
foreign minister of the interim government, 
Gulbuddin Hekmatyar, is boycotting all of 
its meetings and demanding that both 
superpowers cut off arms supplies to their 
respective clients. Hekmatyar would appear 
to have little to lose because though the US 
is, officially at least, no longer supplying 
arms to him, he is being directly funded by 
Saudi Arabia. 

Fears of the interim government mani- 
pulating the Afghan refugees have led to an 
uproar among the UN and private refugee 
relief organisations. Western relief officials 
said US and Pakistani intelligence are try- 
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ing to persuade “Operation Salam" — the - 
UN and internationally funded aid organi- | 
sation for the return of Afghan refugees — _ 
to send 20,000 refugees into Kunar and Pak- 
tia provinces, in order to demonstrate the in- 
terim government's effectiveness. Such а | 
move is being vehemently opposed by all re- 
lief organisations. Sources said that to move 
refugees in the middle of winter would be 
homicidal, and they would become hostage | ; 
to the bickering mujahideen factions. 4 

The growing frustration among Afghan | 
refugees in Pakistan has led to an increase in | 
internal clashes and fights between them | к 
and local Pakistanis. А dozen Afghans have 
been killed and wounded in fights in 
Karachi, Chitral, Waziristan and Bajaur Tri- | 
bal Agency. Another 40 Afghans and Pakis- | 
tanis were killed when a guerilla arms dump | 
exploded near Chitral, in northern Pakistan | 
on 15 November. Pakistani tribesmen һауе | 
demanded that the guerillas stop using their 
villages as arms dumps. 

Pakistani officials said the army had 
now effectively taKen over Pakistan's Af- 
ghan policy in an attempt to halt the coun- 
try's policy drift and to coordinate the many | 
and often bickering lobbies involved. A 
policy coordinating committee, which in- 
cludes senior generals and Foreign Ministry 
, Officials and is headed by Maj.-Gen, 
* Khalid Latif Moghal, a director of the 

Inter-Services Intelligence agency 
(ISI), is now in charge of the day- 
to-day running of the war. The Af- 
ghan cell, which includes the prime 
minister, President Ghulam Ishaq | 
Khan and chief of army staff Gen. | 
Mirza Aslam Beg, oversees the com- | 
mittee. 

There is increasing controversy 
over the future of the director-general 
of the 151, retired lieutenant general 
Shamsur Rehman Kallu, an appoin- 
tee of Bhutto. Highly placed sources 
said he had offered to resign. The 
Americans are highly critical of him, 
while the army would like to appoint 
a serving officer to the post, rather 
than a de facto civilian. But such a 
step would reassert the agency’s au- 

tonomy. Bhutto may well be forced to oblige 
Beg, as her government needs a show of 
support by the army to deal with the strident 
political opposition. 

The mujahideen may well make military 
advances in coming months but they have 
totally failed to offer the Afghan people a 
credible political alternative to the Kabul re- 
gime. US-Pakistani insistence on pushing 
the military option cannot be successful un- | 
less they have a political game plan as well. | 
Throwing more arms and money into the | 
war effort is only a short-term substitute 4 
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and, in the long run, it will only exhaust the | 
Afghan refugees and guerillas and serve to | 
further bolster the credibilty of Afghan Pre- | 
sident Najibullah. A political resolution to 
the war looks as distant as ever. а 
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THAILAND 


New air force chief seeks clout through revamp 


Political high-flier 


By Re Rodney Tasker in Bangkok 


(hailand's new air force commander, 

Air Chief Marshal Kaset Rojanin, is 

moving quickly to revamp the Royal 
Thai Air Force (RTAF). If he has his way, the 
service which he has commanded for only 
two months will be a tougher force — at a 
price — enhancing his popularity among his 
officers and his political clout in the armed 
forces' leadership. 

Kaset recently announced that the RTAF's 
11 fighter wings and other units will be 
grouped under four regional commands, 
which he calls air divisions. The plan makes 
sense in terms of the air force's coordination 
with the army's four regional commands 
throughout the country, and Kaset stressed 
that he hopes it would lead to decentralisa- 
tion by allowing a more autonomous region- 
al chain of command. 

What he did not say is that the reorgani- 
sation would create two or three more air 
vice-marshal positions, thus giving RTAF 
officers greater scope for promotion and 
adding to his personal popularity. 

At the same time, Kaset hinted again that 
a previous proposal by his predecessor, air 
chief marshal Voranart Apicharee, to buy 
F7M fighters from China would be scrapped 
in favour of a plan to buy more modern, 
sophisticated aircraft. While this would not 
please Peking, with whom Bangkok enjoys 
a close diplomatic and defence relationship, 
it was bound to cheer RTAF pilots, who were 
known to be unhappy at the thought of ac- 
quiring the 20-year-old aircraft which is the 
Chinese version of the Soviet MiG21. Kaset 
is himself a pilot, and Thai pilots are gener- 
ally given high marks by foreign military 
analysts. 

Kaset has kept a high profile since he 
swapped postions with Voranart in the an- 
nual military reshuffle on 1 October. Vor- 
anart became a deputy commander of the 
Supreme Command. Unlike Voranart, who 
is quiet and somewhat shy, Kaset is de- 
scribed by those who deal with him as 
charismatic and forthright, a good adminis- 
trator and an easy man with whom foreign- 
ers can do business. His plan to set up re- 
gional RTAF commands was a "very func- 
tional concept," one foreign military analyst 
said. 

Perhaps one reason for Kaset's self- 
confidence is that he is known to be 
dose to both army commander Gen. 
Chaovalit Yongchaiyut and new deputy 
army commander Gen. Suchinda Krap- 
rayoon. The Thai army leadership has by 
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tradition always been the 
most powerful service politi- 
cally. 

Suchinda is the leader of 
the Chulachongklao Military 
Academy's Class 5, and sev- 
eral of his classmates were 
also placed in key senior po- 
sitions in the October reshuf- 
fle. Apart from his friend- 
ship with Suchinda, Kaset is 
a contemporary of Class 5 
and therefore, as one an- 
alyst put it, "has the full 
backing of the Class 5 power- 
house." 

By putting the Chinese 
F7M proposal on the back- 
burner, Kaset has gained credit not only 
with his own officers but also independent 
military experts who view the aircraft as 
having too cumbersome an airframe, 
with little scope for upgrading its engines, 
ageing British-made avionics and weapons 
system. 

The F7M’s one advantage was that it was 
being offered at a very cheap "friendship" 
price of around US$3 million an aircraft, 
compared with a price of around US$30 mil- 
lion which the RTAF is paying for the US- 


TAIWAN 


KMT's military chief becomes "^ minister 


A change in image 





By Tai Ming Cheung and Jonathan ( 
Moore i in Taipei 


|| n an important move designed to make 





Taiwan's armed forces more accounta- 

ble to the legislative process, the ruling 
Kuomintang (KMT) has appointed the 
powerful chief of the general staff, Gen. 
Hau Pei-tsun, as defence minister to re- 
place the ageing Cheng Wei-yuan. Al- 
though taken as a sign that the conserva- 
tive generals considerable influence is 
being diminished, the outcome may, how- 
ever, strengthen rather than weaken his 
position. 

The decision comes after growing dis- 
quiet in political circles at Hau's eight-year 
tenure as armed forces chief, a post in which 
the incumbent reports only to the president 
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Kaset: high profile. 


made General Dynamics F16 advanced 
fighter. Thailand's Asean partners, Singa- 
pore and Indonesia, are also acquiring 
F16s. 

The Chinese can be expected to try to 
exert political pressure to get the F7M pro- 
gramme back on line. The Thai army has al- 
ready bought 70 Chinese T69 tanks, some 
400 Chinese armoured per- 
sonnel carriers and an ar- 
ray of artillery and other 
weapons from Peking — also 
at bargain-basement prices 
— to augment its mainly US- 
made arsenal. 

In announcing his doubts 
about the Chinese fighter, 
Kaset said he preferred to 
look at more advanced air- 
craft from Europe, instead of 
the US. He mentioned the 
Panavia Tornado, a twin-en- 
gined fighter-bomber made 
by a West German-British- 
Italian conglomerate. Some 
experts view the Tornado, 
which is a multi-role, »all- 
weather fighter, as superior to the F16, but 
others say it lacks the American aircraft's 
agility. 

At around £20 million (US$31.3 million) 
an aircraft, the Tornado is more expensive 
than the F16. Also, Thailand already has 12 
F16s and is awaiting delivery of six more. As 
one military analyst put it: "Sheer logic 
would suggest that the Thais should stick 
with the F16, which is ali dy + 
any aircraft posing an jf 
Thailand." 











and therefore bypasses ministerial control. 
In that time, Hau has built up a formidable 
power base from which to exert influence, 
not only in military but also in national 
policymaking. 

Analysts say the timing of the move, 
taken by the KMr Central Standing Commit- 
tee on 22 November, was to defuse a poten- 
tially embarrassing time bomb for the KMT in 
the run-up to nationwide elections on 2 De- 
cember. Hau assumes his new post on 1 De- 
cember. Opposition parties have charged 
that Hau's extended tenure shows the KMT 
buckling to military interests. 

The switch is seen as a compromise 
by President Lee Teng-hui, who has 
gone some of the way to meet the grow- 
ing clamour for Hau's retirement while 
appeasing the general by retaining him 
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SINCE 1735 THERE HAS NEVER BEEN 
A QUARTZ BLANCPAIN WATCH. 
AND THERE NEVER WILL BE. 
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There is still no Blancpain “collection” as 
such. The same case houses each of the 
SIX “masterpieces” of the art of watch- 
making developed by Blancpain. 


Each watch is assembled, polished and 
finished by hand by the individual watch- 
maker. 


Only about a dozen watches, each indi- 
vidually signed and numbered, daily 
leave the workshops of Blancpain – the 
oldest watch name not only in Switzer- 
land, but also in the world. 
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in a key defence decision-making slot. 

As defence minister, Hau will have to 
answer directly to the Legislative Yuan, 
Taiwan's parliament. Given the strong sus- 
picions the opposition harbour against him 
and Hau's own abrasive nature, it is likely to 
be a fiery relationship. 

Analysts suggest some compromise may 
have been worked out to allow Hau to be- 
come defence minister without having to 
face the full wrath of a hostile opposition. 
"If Hau was offered the Defence Ministry, 
something would have to be traded off to 
maintain his discretion," said Andrew 
Yang, a political scientist at the National Sun 
Yat-sen University in Kaohsiung. "This 
could focus on the extent to which he is leg- 
ally obliged to answer questions from legis- 
lators and the justifiable use of the cover of 
national security to avoid sensitive prob- 
ing.” 

Hau's new appointment is seen as a step 
towards curbing the military's traditionally 
untouchable role in national decision-mak- 
ing. To what extent this will actually hap- 
pen, however, is so far unclear. Although 
Hau will undoubtedly play a more active 
and influential role than his predecessor and 
is expected to overshadow the new armed 
forces chief — at least in the immediate fu- 
ture — there has been no organisational 
change in the political-military lines of com- 
mand or the division of responsibilities be- 
tween the Defence Ministry and the military 
command. The chief of the general staff re- 
mains accountable only to the president. 

However, analysts say a more formal 
constitutional revision of the military's re- 
lationship with the political process is in the 
pipeline. Yang said an overhaul of the De- 
fence Organisation Law of the 1950s, which 
defines the present military set-up, is being 
discussed. An overhaul of the law could re- 
sult in the traditionally toothless Defence 
Ministry getting some real power. 

Legislators want a greater say in and 
supervision of defence spending and 
weapons acquisitions. Some of the main 
criticisms which have emerged from an in- 
creasingly vocal and defence-conscious par- 
liament are of wasteful spending and poor 
procurement decision-making. 

The extent to which legislators — in par- 
ticular from the main opposition Democratic 
Progressive Party (DPP) — will be able to ex- 
pand their strictly limited influence in 
defence policymaking beyond a merely 
watchdog capacity remains to be seen, espe- 
cially as the results of the forthcoming elec- 
tions could make or break the DPP. The mili- 
tary is extremely wary of allowing civilian 
meddling in its affairs. 

As defence minister, Hau may thus 
strengthen rather than weaken his position. 
By relinquishing the army chief's post, it re- 
moves an embarrassing liability from his 
shoulders. There are now few legal difficul- 
ties hindering his serving a lengthy tenure 
as defence minister. т 
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Зу Robert Deifs in Peking 


Chinese Communist Party 
cP document shows that the party 
ordering China back to central 
ing. It lists decisions on economic po- 
licy taken by the party central committee at 

its recent fifth plenum, calling for vastly in- 
"creased scope for state planning organs and 

new restrictions on private sector businesses 
and collective rural industries. 

. Although presented as a continuation 
` об existing policy, the document goes far 
` beyond the economic retrenchment adopt- 

ed in 1988. Rather, it is a mandate for over- 

turning much of the urban industrial and 

commercial reforms implemented since 
-2 1984. 

The text of the 39-point document, enti- 
tled "Decision on further rectifying eco- 
nomic order and deepening reform," is still 
secret. It was initially distributed to provin- 
cial, ministerial and military region- 
level party leaders before circulation 
to counties and military districts. 

In contrast to practice in recent 
years, no plenum documents were 
released at the conclusion of the 
meeting on 9 November. Even CCP 
General Secretary Jiang Zemin’s 
speech at the plenum was not publi- 
cised until 12 days later. This tempo- 
rary secrecy and phased distribution 
allows time to prepare party mem- 
bers for the document, which shar- 
ply contradicts the thrust of eco- 
nomic reforms carried out over the 
past five years under the leadership 
of former premier and general secret- 
ary Zhao Ziyang. 

The document does not speak of directly 
abolishing reforms or eliminating market 
forces ог mnorestate-owned enterprises. 
Rather, it calls for c orrecting and Ко 
reforms, апа preserv 
orientation." This means combining the 
planned economy with market regulation 
but only while maintaining overall planning 
control. Non-state-owned enterprises are 
permitted, but only within FAL defined 
limits. 

а Although the retrenchment programme 
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` Centralised planning gains the upper hand 


e party 


measurably more complex today than it was 
five years ago when urban industrial re- 
forms began, let alone in the 1950s, making 
centralised allocation of goods and materials 
all the more difficult. 

New restrictions on “middiemen” — 
whose role is portrayed as exclusively 
exploitative in nature — and sanctions 
against private and collective rural indus- 
tries that compete with large state-owned 
enterprises for raw materials are primarily 
politically motivated and destined to be 
highly unpopular. Their only effect will be to 
choke off enterprises and private traders 
who are filling important economic niches 
which central planning can never cover. 

Running throughout is the implicit as- 
sumption that the party's traditional political 
tools — exhorting, mobilising, organising — 
can be dusted off and made to work again 
today as they did when the revolution was 
young; that political work will induce 
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China’s masses to pull together and accept 
sacrifices for the greater good. 

Atleast in urban China, cynicism and de- 
spair about China's future is at an all-time 
high. The mood in rural areas is more dif- 
ficult to assess, but will not be improved by 
this year’s bumper harvest (which is driving 
down ex-farm free market prices), shortages 
of state funds for agricultural procurement, 
curtailment of non-official rural trade out- 
lets, and new restrictions on rural indus- 
tries. 

The attempt drastically to recentralise 
economic and fiscal powers in Peking with 
respect to provinces and regions, in con- 
trast, is more defensible in economic terms, 
but the ultimate political effects of this step 
remain unpredictable. What may have been 
excessive decentralisation in re ent; years, at 
least in the absence of any effective central 
fiscal or regulatory authority, was in part a 
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way of buying the political supp 
leaders. Serious attempts to in 
programme could thus result in: 
the current leadership's base of pe 
ae at local levels, | | 


































































2. "healthy а 
that they should foet 
ally available agricultun 
locally available raw m 
pete with large state-ow 
energy or raw materials. — — 
The document calis for stre 
dance and control over 
dynamic private enterp 
them to develop “within the: 
ted by the state" but eliminating ti 
tive aspects which are not advan 
socialist economic development." —— 
State controls over distribution of t 
tant raw materials will be restored, : 
with coal next vear, when all outsid 
plan production by central and local : 
will be returned to state management svi 
“unified allocation, unified ordering, unit 
shipping, and unified dispatching.” | 
The scope and proportion of mandatory 
planning is to be expanded and mandatory 
plans strictly enforced, implemen e 
tion of "guiding" plans is to be tight- 
ened, and the demarcation of author 
ity between central and provincial 
planning authorities more c clea uiv de 
lineated. | 
The proportion of goods un 
unified state allocation is to be "ар. 
propriately increased.” No reduction. 
in base quotas of goods turned over 
to the state will be allowed, and i 
terprises which presently enjoy k 
quotas must agree to turnover mor 
Enterprises that violate the state allo- 
cation plan or fail to comply with 
their quotas will suffer cuts in the 
own allocations of energy and таз 
materials. | 
Private individuals are specifically 
bited from engaging in trade of сой 
other "important means of producti 
banking, money-lending, and all for 
long-dist ance wh volesale trade. For о 
"important" consumer products, 
wholesale link must be controlled in 
hands of state-operated commercial ti 
and supply cooperatives.” | 
The document calls for gradually еги 
the "double-track" price system (use of 
prices for goods distributed within th pi 
and floating prices for the same gc ods. 
duced апа sold outside of і 
eliminating the floating pus 
price. 
DARET more intimat 
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i dts: call for strengthening mutual support : 
` and coordination between the factory direc- trical appliances — in contrast to some West- 
. tor and party secretary in enterprise man- ет economists who believe China should 


` agement will greatly weaken the position of _ 


_ factory directors, who in theory could claim 
р раны authority under Zhao’s 














By Murray Hi Hiebert in Phnom Penh 


[һе Soviet Union and its East Euro- 
pean allies, who have been staunch 
backers of the Vietnamese-installed 
government in Cambodia, have begun 
pressing Phnom Penh and Hanoi to seek 
an accommodation with the Khmer Rouge, 
marking an important shift in the diplomatic 
landscape surrounding the 11-year conflict. 

“I can confirm that the Soviet Union and 
Eastern Europe are pushing [Cambodian 
Premier] Hun Sen to include individual 
Khmer Rouge — to go back to the negotiat- 
ing table again and be serious," a senior East 
bloc diplomat said. 

Hungary was the first East European 
country to demonstrate openly its shifting 
policy when. the Hungarian delegation 
abstained from the annual UN debate on 
Cambodia in mid-November. For the past 
decade, Hungary had supported Phnom 
` Penh and Hanoi, opposing ап Asean re- 
solution calling for Vietnam to end its 
involvement in Cambodia and for Phnom 
Penh. to allow internationally supervised 





East European officials say an accommo- 
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out than to fight — they could agree опа 
`` new coalition government," an East bloc 


diplomat said, referring to Phnom Penh's 
` -strategy of trying to defeat the Khmer Rouge 
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developing import | Subst 1 tes, 
iting all imports of luxury goods, 
| igh-quality consumer goods and most elec- 


continue to import these products to soak 
up excess consumer purchasing power and 
dampen inflation. _ 

Trade in important commodities will be 
recentralised in. the hands of - state bd 


` Hun Sens allies ғ а deal with Khmer Rouge 


till seeing red 


м 


will come back, опе diplomat said. 

Another East European envoy said his 
government was frustrated with the 
hardline position of its Cambodian and Viet- 
namese allies at the international conference 
on Cambodia in Paris in August. "I don't 
understand why they didn't agree to a 
wider role for the UN and why they were so 
tough on all three Cambodian factions," he 
said. “Diplomats should never close the 
door behind them." 

Phnom Penh is apprehensive about its 
waning diplomatic support, diplomats said. 

"The Cambodians are quite worried about 
the changes in East Europe," a Soviet dip- 
lomat said. "They' re worried support for 
them is not too eager.” 

A Cambodia Foreign Ministry official 
brushed aside questions about Eastern 
Europe's growing impatience with Phnom 
Penh's hardline policy towards the Khmer 
Rouge. "Up to now, our friends support our 
шр said Deputy Foreign Minister Sok 


„ ut another official responsible for eco- 
‚ nomic policy said the government 
| was concerned that economic ге- 
forms | in many Soviet bloc countries could 
prompt. governments there to cut their fi- 
nancial assistance to Phnom Penh. 

"The East bloc is our main supplier and 
they could reduce their supplies to us when 
they reassess their assets," said Cham 
Prasidh, a senior adviser to Hun Sen. 
"They'll think which countries could earn 
more money for them than sending goods 
to us.' 

East European diplomats said they 
are also lobbying Hanoi, but Vietnamese 
Ambassador to Cambodia Ngo Dien reject- 
ed claims that his government could force 
Phnom Penh to seek a settlement with the 
resistance group. “When we had a big army 
here we couldn’t tell Hun Sen to accept 
the Khmer Rouge, said the ambassador. 
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“Now we have no army, so how d 
doit?" 

East European envoys rer 
Cambodian officials are not 1 
totally rejecting any role for 
Rouge, but Sok An insisted 
would never compromise with 
"We understand the real essena 
Khmer Rouge — they always favo 
lute power which will lead юат 
genocide,” he said. “They has 
at all, so our position towards 
Rouge is very firm.” 

But some East European diploma 
lieve Phnom Penh's leaders refuse tû < 
promise more for personal reasons | 
for political factors. "Hun Sen doe n 
want to share power with the КЛЕ 
Rouge," one diplomat said. "In this country 
to share power means to share privil ре 
Growing corruption creates а growing ap 
tite and they don't want to share their piece. 
of cake." : 

The diplomat said senior Cambodi 
ficials, many of whom were Khmer В 
officers before they fled to Vietnam 1 
late 1970s, fear that some of their е 
volvement in the previous regime 
policies could be exposed if curren : 
Rouge officials were allowed to return. 5 
far, no evidence has emerged linkin 
Phnom Реп’ senior leaders to Khme 
Rouge atrocities. 

Visitors to Phnom Penh hear unc 
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New Muslim region lacks coherence and tax base 


By John McBeth in Marawi and lligan, 


_ Mindanao 





ith the four Muslim-dominated 
provinces of Sulu, Tawi-Tawi, 
Maguindanao and Lanao del Sur 
confirmed as the only components of the 





_ Autonomous Region of Muslim Mindanao, 
the Philippine Government now turns to 


the next item on its agenda: the elections in 
early February for a regional governor, vice- 
governor and a 21-man legislative assembly. 

If controversy continues to swirl around 
the organic act and the 19 November ref- 
erendum that shaped the self-governing re- 


| gion, Commission on Elections (Comelec) 


officials say they are even more worried 
about the election campaign, given the jobs 


— and money involved and the rivalry that 


` exists between the three Muslim tribal 


— groups: the Maranaos, Maguindanaos and 
.. Tausugs. 


mE 


All nine Christian-dominated provinces 
and nine special cities, including the Mus- 
lim-populated Lanao del Sur capital of 
| Marawi, elected to stay out of the autono- 


5 == mous region, for reasons which ranged 


from distrust to perceived flaws in the em- 
powering legislation. So too did the island 
province of Basilan, where voters are a near 
equal mix of Muslims and traditional 
animist groups. 

But the under-estimated influence of 
traditional politicians, among them Muslim 
leaders with regional ambitions, and a 
boycott called by the secessionist Moro Na- 


А tional Liberation Front (MNLF), which cut 


_ Michael Mastura, who has four 
_ military encampments in his 


tion of Christian settlement on 


deeply into the turnout in areas of Sulu and 

Tawi-Tawi, has tended to blur 

the overall picture. 
Maguindanao congressman 


province, saw the outcome as 
another sign of both Muslim 
containment and the perpetua- 


Muslim ancestral land. "They 


- have decided we will be in a re- 
- servation," he told the REVIEW. 


“We will become more and 


. more of a minority in our own 


homeland." 

Just how the MNLF will react 
remains open to question, but 
government sources say they 
believe Middle  East-based 
rebel leader Nur Misuari wil у 24” 
wait until the 46-member Or- 
ganisation of Islamic Con- 
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ference meets in March before deciding 
what course to take. Rather than seeing the 
plebiscite as a defeat for the government, 
many observers thought it was more of a 
setback for Misuari, given the number of 
Muslim constituents who voted for ratifica- 
tion and the splits that have appeared in 
MNLF ranks. 

While the MNLF is still the only organisa- 
tion with a programme to address the wel- 
fare of Mindanao's 2.4 million Muslims, 
some analysts said Misuari might judge it 
time to scale down his rhetoric and edge into 
the political mainstream as the Arab world 
seemed to be moving away from extremism 
and its past support for secessionist move- 
ments. 

Comelec commissioner Haydee Yorac, 
who talked privately with leading MNLF fig- 
ures before the referendum, said she was 
left with the impression they wanted to re- 
sume talks with the government. Despite 
the confrontational nature of their public 
statements, including threats to resume the 
secessionist war, they also dropped hints of 
a more restrained approach to the Min- 
danao question. 

This in some ways reflects the stand of 
the 18-month-old Bangsamoro National 
Union (BNU), a multi-sectoral group of 
mainly new-generation Muslims which is 
strongly opposed to the organic act, but 
which feels the issue can only be resolved by 
peaceful means. Secretary-General Abul 
Azis Lomondot and spokesman Sukarno 
Tanggol say their goal is to reach a consen- 
sus among Christians and Muslims “on 
what sort of government we want.” 
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The BNU, with a claimed membership of 
5,000, believes the existing legislation is fa- 
tally flawed. Lomondot and Tanggol point 
in particular to the way national laws prevail 
over the Muslim Code in contested cases. 
And like Majid Mutilam, the mayor of 
Marawi, they are critical of the limited de- 
volution of central government powers and 
the fact that the region will not have full con- 
trol over its natural resources. 

Meanwhile, perhaps the most contenti- 
ous issue facing the regional administration 
will be how to parcel out an annual 22 bil- 
lion (US$90.5 million) in central government 
assistance over the first five years. But it will 
also be faced with the task of trying to break 
down traditional Muslim resistance to the 
payment of taxes. 

According to the Bureau of Internal Rev- 
enue, the four provinces generated only 
P32 million in income tax in 1988. Because at 
least three of them already get back from the 
central government far more than they con- 
tribute, a provision in the legislation which 
allows the new region to retain a greater 
share of the internal revenue allotment ap- 
pears almost meaningless. 

The gloomy outlook does not end there. 
More than two-thirds of the total collection 
comes from Maguindanao (222.5 million), 
but with Cotabato City — the largest urban 
area and a prediminantly Christian enclave 
— opting out of the autonomous region, the 
province will lose one of its main sources of 
revenue. 

For these reasons, most analysts believe 
Muslim Mindanao will continue to lean on 
Manila for financial aid unless real efforts are 
made to change attitudes. And that will be 
no easy assignment. After all, mayors in a 
majority of the four provinces have built up 
their popularity by refraining from arm- 
twisting their reluctant constituents, many 
of whom are fellow clansmen. 

Apart from anticipated administrative 
problems associated with a lack of geo- 
graphic contiguity, regional administrators 
will also have to resolve the lo- 
cation of a new capital, with 
Cotabato City out. Placing the 
regional seat in Sulu or Tawi- 
Tawi, part of the string of 
Tausug-populated islands to 
the south of the Mindanao 
mainland, would appear to be 
impractical. 

If that is what is decid- 
ed, then the municipalities 
of Sultan Kudarat and Ma- 
ganoy in Maguindanao, or 
Malabang in the south of Lanao 
del Sur look the most like- 
ly sites. Although Malabang 
may not be central enough, 
it has a wartime American 
airstrip and sea ports, and its 
coconut and cocoa plantations 
are the province's main tax 
source. | in 
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JAPAN 


The two largest labour Ай: Эл merge 


Rengo star rises 





By ‚ Charles Si Smith in Tokyo 


apan's long-divided labour movement 

passed a milestone on 21 November, 

when the two largest confederations of 
non-communist unions, Sohyo (the General 
Council of Trade Unions) and Rengo (the 
Japan Private Trade Union Council) merged 
to form a single, 8 million-strong body. 

The new flagship group, Shin-Rengo or 
the Japan Trade Union Confederation, is the 
world's third-largest labour group after the 
US' AFL-CIO and Britain's TUC. Its claimed 
membership covers more than 80% of or- 
ganised labour and includes supporters of at 
least three opposition parties — the Japan 
Socialist Party (JSP), the Democratic Socialist 
Party (DSP) and the tiny United Social Demo- 
cratic Party (UsDP). Yet the fanfare with 
which Shin-Rengo was created belies the 
fact that there may still be a long way to go 
before labour gets its act together. 

One problem for the new group is that 
its grassroots strength may be less than 
suggested by the list. of big unions that 
have promised to support it. Although 
the 675,000-strong National Teachers’ 
Union and the 1.25 million-strong All Japan 
Municipal Workers’ Union are officially 
members, both have strong Marxist mi- 
norities which have pledged to fight Shin- 
Rengo. 

The new organisation’s weakness at the 
grassroots level was highlighted on 21 Nov- 
ember, when 1.4 million or so anti-Rengo 
militants formed a separate National Federa- 
tion of Trade Unions (Zen-roren), which 
they claim will represent the “genuine” in- 
terests of workers. Zen-roren is committed 
to supporting the Japan Communist Party. 
Shin-Rengo is resolutely anti-communist. 

Shin-Rengo’s other problem is that it 
lacks the political muscle of the groups 
which preceded it, including Sohyo and 
two older union federations which includ- 
ed only private-sector unions, Domei and 
Churitsuroren. Despite its status as the la- 
bour movement's "supreme entity,” Shin- 
Rengo will actually be poorer than some of 
the big nationwide union federations that 
support it, including the 250,000-strong All- 
Japan Telecommunications Workers Union 
(Zendentsu) and the Federation of Electrical 
Industry Unions (Denkiroren). 

Ghost organisations left behind by the 
national union confederations which pre- 
ceded Shin-Rengo could be another worry. 
Although both Sohyo and Domei were for- 
mally wound up before Shin-Rengo came 
into existence, the political funding func- 
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tions of Sohyo will continue to be exer- 
cised by a group known as Shakaito 
Tsuyomerukai (JsP Support Club). As its 
name implies, this group is committed to 
financing the larger and more radical of the 
two rival socialist parties. 

Private-sector unions that formerly be- 
longed to Domei, a labour federation that 
was dissolved in 1987 to make way for 
Rengo, have also managed to keep their old 
club going under a new name. An organisa- 
tion called Domei Yuai Kaigi (Conference of 
Friends of Domei) continues to collect politi- 
cal funds and channels most of them to the 
DSP, the smaller and more rightwing of the 
two socialist parties. 

Shin-Rengo's lack of financial muscle 
means that it may initially have to act more 
as a channel of communications between or- 
ganised labour and the ruling Liberal Demo- 
cratic Party (LDP) than as a centre of power in 





May Day 1989: strained solidarity. 


its own right. Unlike its predecessor organi- 
sations, which focused mainly on wage 
rises, Shin-Rengo's leadership is known to 
be interested in issues such as tax reform 
and the reduction in working hours — 
where Japan still holds an embarrassing lead 
over Western industrial countries. 

A "dialogue" on such matters was for- 
mally kicked off when Shin-Rengo presi- 
dent Akira Yamagishi paid a courtesy call on 
Prime Minister Toshiki Kaifu on 22 Novem- 
ber. But the opportunity to pressure the 
government on tax reform and other social 
or economic issues could turn out to be a 
double-edged sword. By dealing directly 
with the LDP, Shin-Rengo risks upsetting the 
three socialist parties, which see economic 
policymaking as being a job for politicians, 
not labour leaders. It also risks helping the 
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ruling party, which is notoriously skilful at 
stealing policies from rivals so as to keep it- 
self in power. 

Shin-Rengo’s other aim seems to be to 
engineer a merger — or at least a closer 
working relationship — between the two 
main socialist groups and the USDP, prefera- 
bly by having all three agree to fight elec- 
tions as a single entity while continuing to 
differ on specific policy issues. The “Rengo 
candidates” that the three non-communist 
opposition parties agreed to back jointly in 
the 23 July elections to the upper house of 
the parliament did surprisingly well, defeat- 
ing LDP candidates in 11 out of 12 of the 
single-seat constituencies in which they ran. 

Putting up Rengo (or Shin-Rengo) candi- 
dates in the forthcoming lower house elec- 
tion, however, could prove much more dif- 
ficult. The main reason for this is that lower 
house elections are based on a medium- 
sized constituency system in which between 
three and five candidates are elected by the 
same group of voters. 

Medium-sized cofistituencies encourage 
a proliferation of small parties instead of en- 
forcing cooperation, as tends to be the gase 
with single-seat constituencies. Another 
problem is that the JsP has already decided to 
run at least 130 candidates in the next gen- 
eral election — or one in each lower house 
constituency. 

Despite the odds against him, Shin- 
Rengo president Yamagishi is said to be 
hoping to be able to put up at least 10 Rengo 
candidates in the 1990 general election, even 
if this means pitting some against candi- 
dates from one or more of the socialist par- 
ties. Yamagishi's idea appears to be that 
Rengo support could help marginal opposi- 
tion candidates to win, without unseating 
stronger JSP or DSP rivals in the same consti- 
tuency. А ГӨР parliamentarian in Osaka, 
who lost in the 1986 general election but was 
subsequently upgraded to a seat after the 
death of a sitting member, has already ag- 
reed to run on a Shin-Rengo ticket. 

Once elected, Shin-Rengo candidates 
would be free to join any party they wanted 
(other than the LDP or the communists). 
Shin-Rengo itself would thus become a coor- 
dinating and unifying force between the op- 
position parties — not a political force in its 
own right. 

Yamagishis ambitions to merge the 
three socialist parties — and perhaps later 
on work out a coalition between them and 
the Komei (Clean Government) party are 
enthusiastically supported by a handful of 
influential people in some of the smaller op- 
position parties, including the leader of the 
DSP, Eiji Nagasue. 

But the JSP, fresh from its victory in the 
July upper house elections, seems unlikely 
to oblige. Forging a united socialist front 
could remain an elusive task even though 
the labour movement, which is the main 
source of support for socialists of all colours, 
is now theoretically united. + 
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Malaysia 8 communist threat 


ne of the longest lasting conflicts in 

Asia now appears to be drawing to 

an end. Malaysia's communists, 

' militarily defeated by Common- 
wealth and Malayan forces during the 1950s 
and grimly holding out in small jungle 
camps in southern Thailand since, now ap- 
pear ready to end their struggle. However, 
not all feel this apparent desire to slip quietly 
back into civilan life is sincere. History has 
shown that the Communist Party of Malaya 
(CPM) has consistently sought to gain accept- 
ability in an effort to further its unswerving 
goal of seizing power in the peninsula. 

After Japan's invasion of Malaya in late 
1941, the CPM swiftly seized and rode the 
wave of anti-Japanese sentiment. It or- 
ganised a resistance force called the Malayan 
People's Anti-Japanese Army (MPAJA), with 
the ancillary Malayan People's Anti-Japan- 
ese Union (MPAJU) to provide essential sup- 
port. A large percentage of the membership 
were not communists at all, but rather those 
who wanted to fight the Japanese for 
revenge or survival. 

The MPAJA became part of Force 
136 and came under Allied command, 
for which it was supplied with liaison 
officers radios and arms. A central 
military committee comprising three 
members — secretary-general Loi Tek, 
Chin Peng (real name Ong Boon Hua) 
and Lui Yau — was set up by the CPM. 
Loi Tek was so secretive that he was 
never seen outside the immediate inner 
circle of the party hierarchy. Chin Peng, 
who also remained under deep cover, was 
the real operative. Lui Yau was the front- 
man who represented the MPAJA to the 
public. 

The MPAJA was officially disbanded at a 
formal parade held at the Ampang Road 
Race Course in Kuala Lumpur on 1 De- 
cember 1945 and the CPM set up the MPAJA 
Ex-Comrades Association to retain control 
of its former members. 

As soon as the MPAJA came out of the 
jungle after the Japanese surrender and be- 
fore the returning British forces could re- 
establish control, hundreds of communist 
front organisations in the form of various la- 
bour, women’s, shopkeepers’, trishaw pull- 
ers’ and barbers’ unions, were set up by 
full-time communist cadres from the CPM 
and the MPAJU to exercise control over the 
economy and society. The “labour unions” 
formed the foundation of a pyramidal struc- 
ture called the Pan-Malayan Federation of 
Trade Unions (PMFTU) with its headquarters 
in Singapore. 
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From 1954 until his retirement т 1983, | 
Tan Sri С. С. Too was lead of the 
psychological warfare section in the | 
Malaysian Government. 
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Day after day these front organisations 
engineered strikes and demonstrations 
while the British sought to rehabilitate the 
local rubber and tin industries to fuel Bri- 
tain’s war-depleted exchequer. Economic 
recovery took place slowly and employ- 
ment became available and business was re- 
vived. Under such conditions, the poor, 
now that they were able to make a living, be- 
came disenchanted with communist blan- 
dishments. The cadres became demoralised 
and began to drift away into employment, 
resulting in a domino-like collapse of most 
of the communist front organisations, ex- 







The start of the Emergency, June 1948. 


cept the PMFTU and its “labour unions.” 

Then trouble started in the PMFTU itself. 
Its leadership, centred on secretary-general 
Lam Swee, a former barber, accused the 
central committee of incompetence, cowar- 
dice and corruptly living on the union dues 
collected from the members. As а result, this 
last remaining pillar of support within the 
CPM was faced with collapse. At that mo- 
ment, the government promulgated 
amendments to the labour laws which bar- 
red CPM cadres from holding office in 
unions. 

At this crucial moment, when the CPM's 
front organisations were rapidly collapsing 
and its coffers were quickly emptying, an 
even more catastrophic event took place in 
the CPM's top leadership. In May 1948, the 
central committee promulgated a Manifesto 
on the Loi Tek Incident in the form of a booklet, 
which made the startling announcement 
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that the CPM's secretary-general Loi Tek had 
absconded with millions of dollars of party 
funds. The future looked bleak. 

A conference of communist and workers 
parties within the British Commonwealth 
was held in London in late 1947 or early 
1948, during which the British Communist 
Party apparently transmitted a secret direc- 
tive from the Communist Party of the Soviet 
Union to launch a global "national liberation 
struggle." The CPM delegation returned with 
the message. 

Under such internal and international 
pressure, the central committee issued or- 
ders in early 1948 for preparations to be 
made to go underground and prepare to 
begin the "armed struggle." The CPM cor- 
rectly anticipated that when its revolution 
started the government would react by ar- 
resting all known or suspected communists 
and their former MPAJA comrades. Іп this 
way the government would drive many 
people into the jungle to swell the com- 
munist ranks. 

There has long been much speculation 
on the CPM's reasons for launching its 

armed struggle in June 1948. The above 

account provides a review of the situa- 

tion at that time. Later, an intense con- 
troversy arose within the CPM, the cen- 
tral committee being blamed for the 
failure of the armed struggle by launch- 
ing it prematurely. 

In June 1948 some trigger-happy 
cadres jumped the gun and shot dead 
three British rubber estate managers in 

Perakat at a time when the CPM's prepara- 
tions to launch its general attack were in- 
complete. The government reacted im- 
mediately by declaring a state of emergency 
and carrying out mass arrests, with the re- 
sult that many comrades were caught by 
surprise and were detained. 


he CPM's plan was to set up 

one "regiment" of its armed wing, 

the Malayan National Liberation 

Army (MNLA), in each of the 11 
states in the peninsula, and set up perma- 
nent jungle bases. In this it failed, and some 
regiments existed in name only. The 
strength of each regiment was about 1,000 at 
most, and many had less than half this 
number. Never at any time during the 
Emergency did the total strength of the 
whole MNLA exceed around 5,000. Like the 
CPM itself, membership of the MNLA was also 
predominantly Chinese, with the exception 
of the 10th Regiment stationed in the state of 
Pahang. As its membership was entirely 
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Malay, it was therefore known as the CPM's 
Malay Regiment. 

The 10th Regiment did not last long. It 
was the first of all the MNLA regiments to be 


-o wiped out by the security forces, in 1950. 


Leaders like Abdullah C. D., Rashid Mydin 
and the remnants including Musa Ahmad, 
managed to escape into the CPM's deep 
jungle base in the mountains in northwest 
Pahang, where the CPM's central committee 
was then located. 

The cPMisa distinctly Maoist organisation 
with a predominantly Chinese membership 


_ and replicating many of the facets of the 


` Chinese Communist Party (CCP). It 
borrowed all of Mao’s ideology, po- 
licy, methodology and his volumin- 
ous writings for its own use and ar- 
. gued what was effective in China 
would also be effective in Malaya. 
^^ Hs early and ready use of ter- 
rorism to intimidate the local popu- 
lation created immense resentment, 
which the government rapidly 
exploited. That the party recognised this 
strategic error was revealed when a central 
¬: policy directive entitled Fight for Greater Vic- 
lory in the War was recovered by security 
forces in October 1952, almost a year after it 
was issued and at a time when the govern- 
ment was becoming increasingly concerned 
that the CPM seemed to be gaining the upper 
hand. The directive made the astonishing 
admission that the CPM had committed a 
serious policy error of "leftist deviation" by 
concentrating on terrorism and intimida- 
tion. Mao's dictum of a double-pronged 
struggle — armed struggle in the jungle 
complementing political and subversive 
struggle in enemy-controlled urban areas — 
was not being followed. 

Further, the revolution was faced with 
serious difficulties: acute food shortages and 
heavy casualties, stemming from the grow- 
ing sophistication of the government's 
‘counter-insurgency campaign; squatter re- 
settlement, implementation of registration 
systems and the control of food, medical 
and other essential supplies. 

The directive called for all major CPM or- 
ganisations and MNLA units to withdraw 
into deep jungle to regroup, rebuild revolu- 
tionary purity through intensive indoctrina- 


tion and open farms in order to become self _ 


sufficient. The jungle-dwelling aborigines 
were to be organised to provide early warn- 
ing and defence for the jungle camps and 
carry out cultivation. CPM and MNLA cadres 
were to be formed into small units of the 
new Armed Work Force to operate in the 
~ previous CPM territories and maintain con- 
trol of the local population. 

` Members of the СРМ at the branch and 
cell level came out of the jungle to contact 
the local people for supplies, intelligence 
and carry out propaganda. In order to iden- 
tify themselves with the people, these 
cadres were called Min Yuen (from Min 
_ Chong Yuen Dong, or People's Movement). 
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Chin Peng, leader of the revolution that never was. 


The Mim Yuen's mission was to win over 
supporters to the communist cause, ог- 
ganise them into “mass organisations” to 
provide the jungle fighters with food and 
other supplies, and finally bring them into 
the jungle to join the MNLA armed struggle. 

That they did not do so in great numbers, 
coupled with a growing attrition rate among 
cadres due to a combination of “surrender” 
programmes, relentless police and military 
operations and the continued recovery of 
the economy, spurred in part the Korean 
War's effect on commodity prices, turned 
the tide against the CPM and left them in- 
creasingly isolated in their now-threatened 
jungle vastness. 

The CPM's response to its growing isola- 


.. 


History has shown that ће 
Communist Party of Malaya has 
consistently sought to gain 
acceptibility in an effort to 
further its unswerving goal of 
seizing power in the peninsula. 


tion was to carry on the struggle by other 
means, culminating with its offer to discuss 
peace terms with the government. After 
considerable soul-searching by the British 
and Malayan authorities, face-to-face talks 
were arranged between then chief minister 
Tunku Abdul Rahman and Chin Peng at the 
small village of Baling in late 1955. 

The talks, as far as the CPM was con- 
cerned, were a failure, largely because 
Malayan security officials convincingly ar- 
gued that any deal which allowed the com- 
munists to re-enter the country’s polity 
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would simply rekindle their 
mediate post-war campaign of 
and propaganda. Thwarted and unde 
newed pressure from the security for 
CPM and MNLA made their own 
march" to find refuge in southern 
Chin Peng ànd sever al Ms leade: 9% 
tually ended upin! vhere, asf 
known, they remai 1. Chi 
years of age now, stil y young ух 
ship standards. MM 
Once settled in southern Thal 
CPM and MNLA proceeded to rid itse 
deadwood, the old and disheartened 
rades. It also took in new loc: 
cruits — roughly one-third of 
present membership ats. 
Thai nationals. In the early 1960s i 
embarked on a major retrai 
and reorganisation programm 
sulting іп the formation: of t 
spurious Parti Persaudaraan 1 
(PAPER, or Islamic Brotherho 
Party) in mid-1965 to carry out com 
munist propaganda through religion by dis 
seminating leaflets written in the Jawis a 
to show that there was no incompatibility | 
between communism and Islam, At the - 
same time it also revived the 10th Regiment 
north of the Kelantan border and the 12th — 
Regiment i in the Betong-Yala area, north of 
Kroh in Perak. E 
The period of relative freedom Кота аб - 
tack in southern Thailand provided the СРИ _ 
leaders with ample time and opportunity to. 
assess their position, and they seemed to _ 
have arrived at the conclusion there was no _ 
longer a hope of victory in the revolutionary 
armed struggle if they continued to rely | 
mainly on the peninsula's Chinese popila- БІ 
tion for support. The Chinese were begin- | 
ning to enjoy the fruits of the buoyant econ- a 
omy of the new Malaysian nation, which — 
had gained its independence in 1957. — 
Nevertheless, on 20 June 1968, exactly 20 _ 
years after the start of its armed struggle, the _ 
CPM made a renewed effort to step up the 
struggle. Small groups were sent fron 
southern Thailand back into the peninsul 
to re-contact the dispersed supporters to re 
vive the mass organisations, whose. 
ing task was to build food dumps ir 
aration for the return of the larger мм 
mations. Assault units followed Њу. 
the armed struggle in the peninsula. Th 
were warming up again. 
The new attacks. drew an irr mediate’ pe 
sponse from Malaysian authorities, sw 
stepped up operations to trace, identify a 
locate the newly revived mass org 
tions, the new routes and their leader 
newly built food dumps were unea 
and when the assault units arrived; € 
was nobody to receive and help them a 
they were intercepted. The attempt (0 
turn to the peninsula failed, and the secor 
phase of the armed struggle ك‎ out. 
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Chin Peng at Balang, flanked by leading cadres Rashid Myden, Chen Tien. 


southern Thailand-based 8th Regiment and 
12th Regiment — which served as the head- 
quarters of the central committee. The 
power struggle culminated in the formation 
of two splinter groups — the 8th Regiment 
became the Malayan Communist Party 
(Revolutionary Faction) or MCP (RF), and the 
2nd District of the 12th Regiment became 
the Malayan Communist Party (Marxist- 
Leninist) or MCP (ML). The major portion of 
the 12th Regiment and the whole of the 10th 
Regiment formed the CPM proper, and was 
the largest of the three. The smallest of the 
three, the MCP (ML), became the most active. 

After lengthy negotiations, the splinter 
groups merged to form the Communist 
Party of Malaysia which did not last long 
and surrendered to the Thai authorities, 
leaving the CPM proper to carry on the strug- 
gle with a strength of roughly 1,300. 

During the 1970s the CPM decided to “put 
the centre of gravity of our efforts upon the 
Malays” in the peninsula, as it was obvious 
the Malay population, through the major- 
ity United Malays National Organisation 
(Umno) party, was the dominant political 
power in the country. 


о achieve this purpose, the CPM de- 

cided on the exploitation of Malay 

religious and nationalistic senti- 

ments. The recent resurgence of 
Muslim fundamentalism in many parts of 
the world would provide gratuitous help for 
such exploitation without pointing a finger 
at the communists themselves. In the midst 
of these efforts, Malaysia and China estab- 
lished diplomatic relations on 31 May 1974. 
The CPM reacted sharply a few days later, 
when two of its members shot dead inspec- 
tor-general of police Tan Sri Rahman 
Hashim in a busy Kuala Lumpur street. The 
assassination shook the authorities into 
stepping up operations. 

Up to the end of the 1970s the CPM had 
adhered to its general programme for the 
immediate establishment of a Democratic 
Republic of Malaya by overthrowing the 
legal government by force. Under the 
changing situation, in addition to diverting 
its main attention to the rural Malay com- 
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munity, for the first time the CPM backped- 
dled in its major policy by introducing an in- 
terim target in its revolutionary objectives. 
In a major policy statement dated 28 April 
1980, on the occasion of its 50th anniversary, 
the CPM announced a new interim specific 
programme for the formation of a “demo- 
cratic coalition government” for the country 
while retaining the general programme for 
the eventual establishment of the Demo- 
cratic Republic of Malaya. 

In early January 1981, CPM chairman 
Musa Ahmad, who had for a number of 
years been living in China, made two con- 
secutive appearances on Malaysian televi- 
sion, in which he proclaimed that he was no 
communist but rather a patriotic nationalist 
who merely made use of the CPM to free 
the country of British colonialism. Musa 
Ahmad was given permission to return to 
Malaysia, which he did, though as the com- 
munists do not do anything without a pur- 
pose, a close watch was mounted for any 
new move by the CPM. 

Roughly three months later, in March 
1981, the CPM announced the inauguration 
of a new organisation called the Revolution- 
ary Malay Nationalist Party (RMNP) as a suc- 
cessor of the defunct Malay Nationalist 
Party, which operated openly and had been 
set up under the auspices of the CPM in 1945, 
The CPM was indeed making an all-out effort 
to change its image to attract popular sup- 
port, especially from the Malays. The tone of 
this statement clearly indicated that the 
RMNP was intended to operate in the open 
against Umno. 

The MNLA's name was also changed to 
the Malayan People's Army, apparently 
to reflect the fact that Malaysia had al- 
ready achieved independence and no 
longer needed to be liberated. In a similar 
vein, the CPM's clandestine radio was re- 
named from Radio Suara Revolusi Malaya 
(Radio Voice of the Malayan Revolution) to 
Radio Suara Democratik Malaya (Radio 
Voice of Malayan Democracy). Finally, the 
very use of the term CPM virtually disap- 
peared and was replaced by RMNP. The 
strong indication was that Musa Ahmad in- 
tended to be the RMNP's chairman. 
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Musa Ahmad, however, was unable to 
assume leadership and, in May 1981, the 
CPM's clandestine radio announced that Ab- 
dullah C. D. had been appointed chairman 
of the new RMNP. Abdullah C. D., com- 
mander of the 10th Regiment based in 
southern Thailand, was hardly in a position 
to assume the leadership of an open and 
legal nationalist movement in the peninsula. 
An extremely likely CPM attempt to openly 
contest Umno petered out. 

On 25 June 1981, the CPM adopted a 10- 
point draft national programme. Couched 
in moderate terms, it called for the “struggle 
against the ultra-chauvinist national policy” 
of racial polarisation and maintained the 
CPM had consistently carried out a “national 
liberation struggle” to free the people of the 
country from imperialist-colonialist rule for 
independence. In practice, its meaning of 
“national” has always carried a strong un- 
dertone of ethnic determinism. The CPM bas- 
ically regards itself as a Chinese organisation 
and the majority of its membership is 
Chinese, though some of its top leaders 
have assumed Malay names and claimed to 
have embraced Islam, in order to carry out 
activities effectively among the Muslim com- 
munity. 


he CPM has learned from bitter ex- 
perience to become subtle and 
sophisticated, pragmatic and 
aware of its limitations and to 
manipulate others to do their bidding. 
When sufficient trouble has been created, 
even by apparent non-communists or anti- 
communists, a “revolutionary situation” 
would be created and the time would be- 
come ripe for “revolutionary struggle” once 
more. Realising it is no longer capable of 
capturing immediate power by revolution- 
ary violence, the CPM is intensifying political 
warfare, subversion and infiltration. 

It is therefore likely that one of its 
methods is to infiltrate and plant communist 
“moles” in legitimate public organisations to 
incite and exacerbate acts of racial extremism 
and religious bigotry. This is especially re- 
levant at a time when the country is prepar- 
ing for the forthcoming general elections. 

Recently, as the communist parties and 
governments in several East European 
countries have suffered unprecedented set- 
backs at the hands of their own populations, 
there have been reports that the CPM is 
negotiating with the Thai authorities over an 
amnesty and the opportunity for the re- 
maining members to surrender and return 
to civilian life. These are developments 
which the Malaysian security agencies must 
ponder very carefully. The CPM called off its 
anti-Japanese armed struggle with the offi- 
cial disbandment of its MPAJA on 1 December 
1945, only to launch a new armed struggle 
on 20 June 1948. Malaysia’s security chiefs 
must be asking themselves whether history 
will repeat itself under today’s different cir- 
cumstances. ж 
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Vietnamese refugees to be forcibly repatriated 


Return to sender 


By Emily Lau in Hongkong 


he British Government looks deter- 
mined to repatriate forcibly Vietnam- 
ese boat people stranded in Hong- 
kong despite protests by the US Govern- 
ment and the UN High Commissioner for 
Refugees (UNHCR). Diplomatic sources in 
Hanoi said 10 December — ironically, Inter- 
national Human Rights Day — is the target 
date for the start of the repatriation scheme. 

In Britain, sources close to negotiations 
between London and Hanoi on the repatria- 
tion scheme said Vietnam would receive at 
least US$600 in resettlement costs for each of 
the more than 40,000 men, women and 
children to be repatriated. 
This cost and that of trans- 
porting the boat people, 
who are now confined in 
prison-like camps in Hong- 
kong, from the British col- 
ony to Vietnam would be 
borne by Britain and Hong- 
kong, the sources said. 

The Vietnamese will be 
returned to their country 
by air and by sea. A sour- 
ce in Hongkong told the 
REVIEW that it would be dif- 
ficult for the government 
to find commercial airlines 
willing to take the risk of 
flying home Vietnamese 
who were agitated and, in some cases, 
possibly suicidally inclined. However, an 
aviation source said the problems were not 
insurmountable. It is understood Hong- 
kong’s own Cathay Pacific Airways has 
been asked to supply at least one 285-seat 
Tristar for the scheme. 

In order to satisfy the Hongkong Gov- 
ernment and the airline on the security 
issue, the source said, it might be necessary 
to implement a “one-to-one security” sys- 
tem, or one guard for every Vietnamese. 

A Hongkong Government source said 
the first batch of Vietnamese would be flown 
back without press coverage in an effort to 
discourage the Vietnamese from doing 
“anything silly” to draw international atten- 
tion to their plight. 

Meanwhile, Hongkong Marine Depart- 
ment officials are in London trying to charter 
passenger ferries capable of repatriating 
larger numbers of boat people. At present, 
there are 44,000 boat people in Hongkong, 
of whom 6,000 have already been screened 
out as “economic migrants” and thus will 
automatically be repatriated. Most of the rest 
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Boat people in a Hongkong camp await repatriation. 


also are likely to be designated economic 
migrants — as opposed to political refugees, 
who can remain in Hongkong until resettle- 
ment in a third country. 

A source said the Hongkong Govern- 
ment is looking for ships which can be fitted 
with prison cells in the hull, each capable of 
holding 30-50 people. “It would be a huge 
floating prison,” the source said. 

Britain’s determination to push ahead 
with forced repatriation became clear when 
Prime Minister Margaret Thatcher told US 
President George Bush on 24 November 
that Britain had no choice but to begin send- 
ing the boat people back. The US is against 
forcible repatriation and argues that the vol- 
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untary repatriation already under way has 
not been given enough time to work. 

This view is shared by the UNHCR, which 
is concerned that Britain’s unilateral action 
could jeopardise a multilateral agreement 
contained in the Comprehensive Plan of Ac- 
tion (CPA) reached at an international ref- 
ugee conference in June. The UNHCR also 
fears that forced repatriation could impede 
the voluntary repatriation programme, 
which began only in June. 

So far, 500 boat people have voluntarily 
returned, and 500 more volunteers are ex- 
pected to leave before the end of the year. 
Further, the UNHCR expects 5-6,000 boat 
people to volunteer to go back next year, but 
those plans could be thrown into chaos by 
the repercussions of forced repatriation. 

In order to enlist the UNHCR's coopera- 
tion in monitoring the treatment of boat 
people who are forcibly repatriated, the 
British Government is understood to be 
bringing pressure on UN Secretary-General 
Perez de Cuellar. Failing that, Thatcher said 
Britain would take up the monitoring role. 

The issue of forced repatriation was high 
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гоп the agenda of a delegation of members of 
Јопркопр 5 policymaking Executive Coun- 

cil and Legislative Council (Legco), collec- 
> tively known as Omelco, who went to Lon- 


~~ don to lobby the British Government and 


i parliament on measures to help Hongkong 


^. regain confidence after the 4 June massacre 


с. in Peking. 

222 Since Omelco got nowhere with its pleas 
. to London to grant the right of abode in Bri- 

+ tain to Hongkong’s 3 million-plus British 

< . subjects and to announce plans for direct 


~ elections to Legco in 1991, it used London's 


| - consent on forced repatriation as a fig leaf to 
cover up the failure of its primary campaign 


- and thus save face at home. 


: P ~ Meanwhile, conditions in Hongkong’s 
|. detention camps continue to deteriorate, 
.. triggering more violence. In the early hours 


of 25 eee fi ыш а out 


between rival groups from Quang Ning and 
Haiphong in the territory’s Sek Kong camp, 
which houses 7,000 people in tents on an air- 
field. Riot police with shotguns were sent in 
to quell the fighting, and 21 rounds of tear- 
gas were fired. One policeman and four 
Vietnamese were injured, said the au- 
thorities. ' 

Sources said the boat people were feeling 
increasingly desperate about the prospect of 
being sent home against their will. There 
have been several suicide attempts, includ- 
ing one at self-immolation. The latter oc- 
curred in the Chimawan detention camp 
shortly after the government forcibly trans- 
ferred 48 boat people from Chimawan to 
Pheonix House, a transit camp prior to 
forced repatriation. 





PHILIPPINES 


Н C /uangco returns to face the music 


Cousin once removed 


By John McBethi in Manila 


T he surprise return. from. enforced 


exile of Eduardo "Danding" Co- 
juangco, generally regarded as the 
wealthiest and closest associate of the late 
president Ferdinand Marcos, has created a 
major stir in Philippine political circles and 
added a new layer to the problems facing 


= President Corazon Aquino in the final two 


years of her term of office. 

Government lawyers moved quickly to 
file criminal charges against Cojuangco, ac- 
cusing him of violating the Anti-Graft and 
Corrupt Practices Act in helping the late pre- 
sident acquire 5476 of the Bulletin Publishing 
Corp., which puts out the country's biggest 
newspaper. The Presidential Commission 
on Good Government (PCGG) indicated that 
other charges were being considered. 

Cojuangco surfaced in Manila on 24 
November, nearly four years after he fled on 
.. the same aircraft that carried Marcos into 
22 exile in Hawaii in February 1986. 

22 Philippine Consul-General in Los Ange- 
_ les Leonides Caday acknowledged issuing 
22 Cojuangco with а new passport in late Oc- 
~ tober without informing Foreign Secretary 

Raul Manglapus. He said he had done so 
after being advised by the PCGG that the one- 
time coconut baron and ambassador-at- 
large was not included in the hold-order list. 

Caday's statement is puzzling. One of 
Cojuangco's legal advisers told the REVIEW 
two months ago that since he had fled to the 
. US, the consulate had ignored three sepa- 
.. rate requests from Cojuangco for new travel 






.. documents. The lawyer said Cojuangco 


wanted to return to fight a civil suit pending 
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in the Sandiganbayan, a special anti-corrup- 
tion court, which seeks to recover billions of 
pesos in ill-gotten assets he and others are al- 
leged to have acquired. 

Aquino, apparently as surprised as any- 
one at her estranged first cousin's return, re- 
jected an offer by Manglapus to resign and 
ordered a full investigation. 

Marcos loyalists and opposition leaders 
rejoiced in the government's discomfort, but 
it is unclear whether Cojuangco will join 
their political campaigns. Cojuangco told re- 
porters that he wanted to deal with his legal 
problems first before deciding whether to re- 
enter politics. However, Mindanao con- 
gressman and diehard Marcos loyalist Ali 
Dimaporo said in August that he was ex- 
pecting the 54-year-old magnate to retum 
and lead a revival of Marcos’ old Kilusang 
Bagong Lipunan political machine. 

Cojuangco, whose business acumen is 
matched by his talents as a political or- 
ganiser, still retains a loyal following in 
many parts of the Philippines and particu- 
larly among small landowners in the north- 
ern part of his native Tarlac, which is also 
Aquino's home province. Political sources 
believe that if he can shake himself clear of 
his legal wrangles, he could serve as a pow- 
erful unifying force in the opposition in the 
lead-up to the 1992 presidential elections. 

Cojuangco's links to opposition Nac- 
ionalista leader Sen. Juan Ponce Enrile in 
particular go back to the late 1970s when En- 
rile held the chairmanships of the Philippine 
Coconut Authority (РСА), the United 
Coconut Planters’ Bank (UCPB) and the 
Philippine Coconut Producers Federation. 
Also stirred up will be the former Marcos 
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A source said 200 security officers were 
deployed at 6 a.m. on 31 October to move 
the refugees, all except eight of whom were 
women and children. The UNHCR has called 
on the Hongkong Government to hold an 
independent. inquiry into the incident, in 
which the agency alleges force was used to 
remove the detainees. 

The treatment of boat people in deten- 
tion camps has aroused the concern of inter- 
national human-rights organisation Am- 
nesty International, which has sent a delega- 
tion to Hongkong to investigate the Pheonix 
House incident and to scrutinise proce- 
dures to ensure that genuine refugees are 
not be screened out. Recently, the UNHCR 
reinstated refugee status to 35 boat people 
after they had been screened out and lost 
their appeals. и 


loyalists and provincial barons who found it 
politically and financially expedient to line 
up behind the pro-government Lakas Mg 
Demikratikong Pilipino coalition when it 
was formed in early 1988. With Cojuangco 
back, there is now a possibility of the coali- 
tion breaking up sooner than expected. 

Although there have been widespread 
rumours that a backroom deal may. have 
been struck, the government's reaction and 
the filing of criminal charges tend to rule 
against this. Diplomats said Cojuangco and 
Aquino's influential younger brother Jose 
"Peping" Cojuangco failed to settle their 
long-term differences when they met in the 
US about a year ago. They had no reason to 
believe anything has changed since. 

The civil action brought against 
Cojuangco and 58 other defendants, includ- 
ing Imelda Marcos and opposition Enrile, 
accuses them of misappropriating and steal- 
ing public funds, plundering the nation’s 
wealth, extortion, blackmail, bribery, em- 
bezzlement and other acts of corruption and 
abuse of power. 

The complaint claims that Cojuangco 
manipulated the purchase by the PCA 
of 72.2% of the outstanding capital stock 
of the First United Bank, subsequently con- 
verted into the ЏСРВ, through the use of 
the Coconut Consumers Stabilisation Fund 
levy, initially in the amount of 285.7 mil- 
lion (US$3.88 million). 

With the defendants filing dozens of rest- 
raining motions, some of them still pending, 
court officials said the case could take years 
to go to trial. 

During his meeting with reporters, 
Cojuangco denied any wrong-doing and 
claimed he had acquired his businesses le- 
gally. But many sources believe he precipi- 
tated the anti-Marcos sentiments of big busi- 
ness in Manila, particularly with his raid on 
the San Miguel Corp. in 1982. They also 
point to the fact that it was a series of protest 
rallies in the Makati commercial district 
which set off the chain of events leading to 
the late president's downfall. a 
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Distinction 


Rarely awarded, always treasured. 
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The determination to excel, to achieve, to be the best. That’s the spirit of Korea. That too, is the spirit of 
Korean Air. We have one of the most modern fleets in the world. And when youre on board, you'll enjoy 
our untiring commitment to making your trip the best you've ever had. Next time youre flying to Korea 
call your travel agent or Korean Air. Experience the dedication to excellence that could only be Korean. 


FLY THE SPIRIT OF KOREA TO KOREA. 





THE SPIRIT OF KOREA IS IN THE AIR 





DEREK DAVIES 


Traveller’s Tales 


have never associated either Peking or 

Taipei with a high standard of public 

speaking. While both cities employ 

relatively smooth-tongued officials as 
“foreign handlers,” personal charisma is at a 
premium among both leaderships. Long, 
boring speeches or reports are read mono- 
tonously to captive audiences, on state occa- 
sions or before what passes in both cities for 
parliaments. 

There were exceptions; obviously Chiang 
Kai-shek had great presence and the young 
Mao Zedong must have been able to cast his 
spell over those ready to listen. I only had 
one taste of full-blown rhetoric in China, 
when I visited Peking in 1965 and listened to 
the ageing revolutionary hero, Marshal 
Chen Yi, hurl defiance at the rest of the 
world — at the Western imperialists, the 
Soviet revisionists and at most of the rest of 
the Third World and the non-aligned na- 
tions. In positively Churchillian “We-will- 
fight-on-the-beaches,” he invited the rest of 
the world to come against China. “We are 
waiting for them. My hair has grown white 
waiting for them. If I die before I can fight, 
my son will fight," he said. 


| was astonished therefore, during a ге- 
cent trip to Taiwan, to find myself listening 
to a series of speeches at a political meeting 
which were well up to the top standards of 
electioneering anywhere. It was a rally held 
by the so-called moderates of the opposition 
Democratic People’s Party (РРР) with a 
largely working class audience of about 
3,500 from a Taipei suburb packed into a 
stuffy school gymnasium. Speaker after 
speaker came forward to lend support to the 
candidate, You Ching, a member of the 
Legislative Yuan who is standing for mayor 
of Taipei county. The speeches were laced 
with sarcasm and humour which brought 
gales of laughter, alternating with passages 
of invective against the ruling Kuomintang 
(KMT), which won rounds of applause. 

A farmer’s wife from the south, in mat- 
ronly dress and sagging stockings, out- 
Thatchered Thatcher in earthy terms with 
demands that the ageing KMT old guard 
should quit (“they won't finish dying”), dis- 
missing claims that Taiwan could never es- 
tablish independence as “horse shit,” plus 
off-colour remarks about the moral probity 
of some of the leaders’ multiple wives. 

Other speakers compared Taipei’s Pre- 
sidential Square with Tiananmen and 
сера that, if the forthcoming elections 

“stolen” from the people, the leaders 
sou have to flee Taiwan as the Marcoses 
fled the Philippines — and, like the Philip- 
pines, "a woman will take all our money." 
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All the speakers used Taiwanese and did 
not hesitate to remind the audience that this 
was the language of the people, not of the 
ruling Mandarins. I had to remind myself 
several times that these represented the 
DPP's moderate faction and wondered un- 
easily what the real party radicals were say- 
ing. I also had to remind myself that the 
democratic process and the growth of legal 
opposition have barely lasted for two-and-a- 
half years and wondered how the speakers 
had developed their eloquence so quickly. 


The opposition has also thrown up some 
colourful characters. You Ching himself is 
handsomely impressive. He complains that 
the opposition has little access to television 
screens, which either report the latest split in 
the DPP or show very short dips, followed by 
a long KMT riposte. You Ching says his 
mother has seen him several times on TV but 
always mouthing something silently, with a 
commentator doing a voice-over. "My son 
has become a deaf mute," she said. 


The most flamboyant is Ju Gau-jeng, 
otherwise known as "Rambo." He conducts 
interviews much as a tutor deals with a 
bunch of not-very-bright students, often 
reminding them of his doctorate in 
philosophy gained at Heidelberg University 
in West Germany. Nominally still a member 
of the DPP, he infuriates his co-members, not 
least because of his enormous popularity in 
his southern constituency of Yunlin. He is 
contemptuous of the party's lack of organi- 
sation and research, and of its facile adop- 
tion of any anti-government causes — in- 
cluding Taiwan nationalism and the inde- 
pendence issue. He wants the word “not” to 
be dropped from a party slogan: "We are 
Taiwanese, not Chinese." Unabashedly, he 
claims credit for many of the KMT's recent re- 
forms, in adopting a more flexible foreign 
policy, in winning friends by providing 
increased overseas aid, in re-jigging the 
judiciary and in housing policies. He sees 
the solution to the China problem along 
federalist lines ("Not one country, two sys- 
tems but one country, multi-systems"). 

He is disarmingly conceited. “TI tell you 
something very interesting," he promises; 
“I wrote a very important article," he claims, 
pulling a photocopy out of his file. "The 
people love me; there was a spontaneous 
parade 4 km long the day I registered as 
candidate." What of one of his critics? "That 
man should be wiped out," Dr Ju answers. 
"He won't accept party discipline, and he is 
too egocentric." At this point, his audience 
nearly fell off their chairs. A radical conser- 
vative indeed. 
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| failed to meet the most colourful candi- 
date of all — the stripper/model/dancer Hsu 
Hsiao-tan who is running for a seat down in 
Kaohsiung. She is Taiwan's answer to Italy's 
Cicciolina and her campaign literature has 
great appeal. Her slogans include "Breasts 
against Fists!” to which she adds: "Facing the 
stronger power, facing the evil KMT, | am а 
weak woman with no [Taiwanese folk hero] 
Lao Tian-ding or Batman to support me. 1 
have no better weapon than my breasts to 
expose the hypocrisy of politicians. The 
hard way cannot work. I must try the soft 
way!” She is running as an independent on 
a platform of artistic freedom and the re- 
moval of bans on pornography. 





She recently visited the Legislature's 
press gallery to see the political process 
first hand and departed with the claims that 


her breasts were bigger than some eminent | 


politicians heads and that they were 
“mountains on which the voters can lean." I 
must report that the politicians do not seem 
to be taking her candidacy very seriously. 





Political leaders, on the other hand, were 


taken much too seriously by a magazine 
which took out advertisements spotted by 
David O'Rear in the pages of other media: 


NEM WEALTH MAGAZINE" 
ТЕЙ is so significant that even in the 

| Legislative Yuan the top executives 

" government such of Premier Yu kuo-Hwa, 

General-Secretary Chien Chun 

and Central Bank Governor . 

Chang Chi-Cheng cannot (4 


tear themselves away from ~ 
it to attend 
to daily 
business. 


Every mont "WEALTH MAGAZINE" publisher 
at јеси 500 poges o! vito. vito! business News ond 


imformotion for you Top execulves onc сорта 


o aro de Ar ER con you 
[ ot 


What was wrong with the ad? Answer: 
Premier Yu Kuo-hwa, Executive Yuan Sec- 
retary-General Chien Chun and the Central 
Bank of China governor Chang Chi-cheng 
all lost their jobs before the ad was run. № 
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VIETNAM 


A grim residue of the war, the defoliant Agent Orange causes health defects 


Agent of destruction 


By Nick Malloni in Ho Chi Minh City 


n a dimly lit room at the Hospital 
of Obstetrics and Gynaecology in Ho 
Chi Minh City, there are over 100 jars 
containing hideously deformed hu- 
man foetuses. The hospital's vice-director, 
Nguyen Thi Ngoc Phuong, and a group of 
surgeons have been collecting the foetuses 
as part of their research into a sensitive sub- 
ject: the lingering and often devastating 
health effects of Agent Orange, a defoliant 
sprayed by the US during the Vietnam War. 

The foetuses, collected from southern 
Vietnam, have such deformities as multiple 
heads, limbs protruding from the back of the 
neck or the stomach; one has a huge head 
with no body to speak of and no facial 
characteristics. 

Agent Orange, used either to strip away 
the jungle or to contaminate crops, was 
sprayed by the American military in what 
was then South Vietnam from 1964-70, and 
in four different locations: the Central High- 
lands area, near the frontiers with Laos and 
Cambodia, to expose soldiers and supplies 
moving down the Ho Chi Minh Trail; the 
coastal areas, to expose and deter seaborne 
attack; in areas around American bases, to 
make patrolling easier and the bases less 
vulnerable to ground attack; and finally, 
Agent Orange was sprayed on crops which 
were being used to feed the enemy. Some 
people received direct hits, millions of 
others drank water or ate food cultivated in 
or near the highly contaminated deforested 
areas which the herbicide created. 

Agent Orange, which contains high 
levels of dioxin impurity, is banned in the 
US, but was supplied by eight chemical 
companies to the US military for use during 
the Vietnam War. Research has shown 
dioxin to be highly carcinogenic even in mi- 
nute quantities. It can cause genetic muta- 
tion and a variety of cancers. Something in 
the region of 50 million litres of Agent 
Orange — which contained 170 kg of dioxin 
— were dropped on Vietnam in the 1960s. 

In the US at least, it has become a well- 
known fact that many American servicemen 
who came into contact with Agent Orange 
in Vietnam subsequently developed a range 
of health disorders related to dioxin expo- 
sure, and that some have died as a result. 
And the children of some of these veterans 
are born with abnormalities. 

Retired US Admiral Elmo Zumwalt Jnr, 
commander of US naval forces in Vietnam 





from 1968-70, is a case in point. Zumwalt 
and one of his sons served in Vietnam; 
his son died of cancer recently. It should 
not be surprising that Zumwalt is a lead- 
ing lobbyist on behalf of victims in the 
US. 

The Americans experimented with many 
different types of chemicals in Vietnam, but 
Zumwalt, still defends the decision to use 
Agent Orange. "As a military commander, 
my first responsibility at the time was to my 
own men and the South Vietnamese Army. 
I remain convinced that the spraying of de- 
foliants saved the lives of many of them," 
Zumwalt said recently. "I was not aware of 
the dangerous consequences at the time, but 
even if I had been, I would have been bound 
to make the same decision." 

Research in the US, among other things, 
has shown that marines who served in Viet- 
nam have a 11776 greater chance of contract- 
ing lymphoma than those who did not. 


Casualties of war continue. 


American Agent Orange victims have re- 
ceived no compensation from the govern- 
ment, though the Bush administration is 
currently reviewing this controversial deci- 
sion. In fact, the veterans have had better 
luck with the chemical companies who 
supplied the Agent Orange. Without actual- 
ly admitting that the high incidence of 
cancer is an outcome of herbicide contami- 
nation, the eight corporations have paid a 
combined US$180 million to some 250,000 
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claimants and their families, an average of 
just over US$700 per case. 

But what of Vietnam? Those living in the 
south faced much greater exposure than did 
American soldiers. Now that the country is 
opening up to the outside world, the after- 
effects of Agent Orange and the question of 
compensation are issues likely to attract 
attention. This is where Nguyen Thi Ngoc 
Phuong and her team come in. 

Phuong points out that "it's no use our 
having these foetus jars sitting on the shelf. 
It's no use people intuitively knowing that 
Vietnam has suffered and is suffering, a 
high incidence of serious health disorders 
because of Agent Orange. Somebody has to 
show scientifically that this is the case." 

This is exactly what she has been trying 
to do for the past five years. Since 1984, and 
often under difficult circumstances, she has 
spent every spare minute researching this 
area, and has recently published some very 
disturbing statistics. 

"The research operates on a very low 
budget, and the staff involved, including 
myself, combine it with other full-time 
jobs," says Phuong. "The recently released 
findings are only preliminary." Moreover, 
they only concern the consequences of 
dioxin exposure in the field of women's 
medicine — birth abnormalities, foetal death 
and cancer of the uterus. 

This work has received some support 
from overseas. Phuong has worked closely 
with Dr Arnold Schecter from the College of 
Medicine in Binghampton, New York, and 
other scientists who have helped with the 
analysis of tissue samples. Some US non- 
governmental organisations have lent finan- 
cial assistance despite the embargo on rela- 
tions with Vietnam. The research findings 
have appeared in the Chemosphere Journal 
and were also brought to the 1988 Confer- 
ence on the Effects on Human Health of 
Dioxin held in Sweden. 

Although not exhaustive, the implica- 
tions of the research are clear. Because 
dioxin has a half life of 12 years in human tis- 
sue, dangerous levels of dioxin still are being 
passed from one generation to the next. Ac- 
cording to Phuong: "Unlike most known 
dioxin incidents, the contamination of 
southern Vietnam had not received any 
clean-up effort." 

Phuong does not think, however, that 
dioxin is still in the food chain, it having 
been washed away by rain and carried away 
by rivers. Neither does she think that ani- 
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mals, in view of their shorter lifespan, are 
still carrying dangerous levels of the conta- 
minant. The findings for human beings 
though are depressingly similar to those in 
the US who were exposed to the defoliant. 
But in Vietnam, the medical consequences 
cover a higher percentage of the population. 

In South Vietnam before 1963 (Agent 
Orange was sprayed from 1964), 0.73% of 
pregnancies resulted in congenital malfor- 
mation. The figure was 1.24% in 1980 and 
1.46% by 1985, way above the global aver- 
age. In 1953, only 0.12% of pregnancies 
resulted in foetal death. This had jump- 
ed to 1.43% in 1967 and to 4.54% by 1979. 


Again, way above the global average. 

The link between dioxin exposure and 
unfortunate pregnancy outcome is clear. 
But what is not shown by the figures, says 
Phuong, is the extreme and grotesque na- 
ture of the malformations that have re- 
sulted. 

As far as women’s cancers are con- 
cerned, findings so far show that 0.78% of 
women contracted hydatidiform mole (a 
uterine malignancy) in 1952, 1.43% in 1967 
and 4.54% by 1979. In 1987, the figure was 
4.4%, more than eight times the average in 
other Southeast Asian countries. 

Phuong said that as some women — 
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Playing has become a serious business 


Fun for sale 


By Marcia Stepanek in Tokyo 


azuo Yamashita is the quintessential 

salariman: a marketing representa- 

tive at a large Japanese trading com- 
pany. But sometimes after work, Yamashita 
heads for a tiny, smoke-filled tavern in a 
corner of Tokyo's glitzy Ginza district and 
busts out of the salariman's mould. 

One night recently, the 29-year-old 
Yamashita and three compatriots of similar 
age went to the tavern, exchanged their de- 
signer business suits and loafers for cowboy 
hats, cowboy boots and blue jeans. 

They were whooping it up with an all-Ja- 
panese band called Whiskey River, which 
specialises in American-style country-and- 
western music, Hank Williams-style ballads 
and slide guitars. They drink American beer 
while their older colleagues are sharing sake 
and office gossip at a yakitori place near the 
company. "This is much better than having 
to go out drinking with the section chief," 
says a grinning Yamashita. 

Sociologists say that Yamashita's be- 
haviour is a trend. Having fun, it seems, is 
becoming a serious business in Japan. 

"Japanese are starting to like to have 
fun," says entrepreneur Hideo Shiozawa, 
43, by day the manager of a large Tokyo 
stationers and by night, organiser of "Coun- 
try Party," a weeknight party business that 
offers guests a six-man band and encour- 
ages them to come dressed like John Wayne. 

"People have money now and are 
spending it. It's no longer considered so hor- 
rible to spend a little money on yourself like 
it used to be," he says. 

Like never before, the Japanese are 
spending money — and time — on them- 
selves, and that time is money to the "fun" 
industry. Besides the scores of small shops 
and boutiques geared solely to the pursuit of 


40 


fun that are popping up all over Tokyo, 
hotels and department stores also are get- 
ting into the act, offering Party Bureaus to 
coordinate parties and to dispense cos- 
tumes, food and advice to the serious party- 
goer. 

And there are fun-support businesses. 
The Cinderella Room in the plush Ginza dis- 
trict is a place where young | 
women can go to freshen 
up after work or change 
into party gowns or infor- 
mal wear for a night out on 
the town. For men, a chain 
of 24hour convenience 
stores in suburban Tokyo 
has begun to add showers 
to its more run-of-the- 
mill offerings. For 3500 
(US$3.46), male patrons 
can go into a back room for 
a shower, either en route to 
a party or on the way to 
work the next morning. 

According to the gov- 
ernment, young people are 
spending the most on hav- 
ing fun. Seventy percent of 
a sampling of men in their 
20s in a Finance Ministry 
survey said they prefer to 
spend now and save later. One key reason: 
rising real estate prices are forcing more 
people to shelve dreams of better housing in 
favour of immediate spending, much of that 
being on entertainment. 

Another reason for the fun boom is time 
— shorter work weeks and a trend away 
from socialising with colleagues. Yoriko 
Meguro, a sociologist at Sophia University, 
says the trend reflects a change of values, 
particularly among young people. 

“I know there are some who like to go to 
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Time for a good time. 


based on samples taken in Song Be province 
— still breastfeed their children with milk 
containing 10 times the acceptable level of 
dioxin, the problem will remain for some 
time to come. 

Phuong does not expect any assistance 
from the US Government because of the em- 
bargo but she feels the producers of Agent 
Orange should be the first to contribute to 
the research in Vietnam. So far, the only 
compensation the companies have paid has 
been to veterans in the US and small 
donations such as the US$15,000 Dow 
Chemicals gave to Zumwalt's bone marrow 
donation agency. a 


those parties with tuxedos and full-length 
dresses, just to change the atmosphere of 
their everyday life, and that’s something 
new which the older generation Japanese 
people never had,” she says. 

A form of entertainment popular among 
many young people are costume parties and 
other varieties of theme parties. The boom 
in Japan’s fun industry has inspired enter- 
prises providing everything from theme 
foods to garb worn by Arabian sheiks, 
movie stars, cowboys and bandits. 

“Younger Japanese, especially, while 
they might not have a whole lot more free 
time than people 10 or 15 years ago, are less 
willing to use that free time for company-re- 
lated activities,” says Jim Bailey, an enter- 

; tainment industry analyst 
and a columnist fora Tokyo 
arts weekly. 

Japan’s party boom is 
also getting a boost from 
activity linked to “home 
parties.” One local entre- 
preneur, for example, caters 
“gambler” theme parties, 
and will supply a roulette 
wheel, black jack and bac- 
carat tables and profes- 
sional dealers. Another will 
provide hosts with replicas 
of the characters from Star 
Wars for # 100,000 a night. 
And for the majority who 
do not have their own 
homes, one real estate de- 
veloper in Yokohama rents 
out its model homes at 
night to people who want a 
cozy place to entertain. 

Or consider Tokyo’s Harley Davidson 
motorcycle owners’ club, where members 
dress up like California Highway Patrol Offi- 
cers, complete with look-alike police uni- 
forms and phony radio microphones pro- 
truding from their helmets. 

“Clearly, this generation of Japanese is 
doing better than the previous one in terms 
of its sheer ability to spend, its freedom to 
move, a certain level of independence about 
jobs, marriage and so forth,” says Rosy 
Clarke of ASI Trendtracker. w 
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For many people there still is. Тһе Westin Chosun. 


For over 75 years, one hotel in Seoul has been the choice of kings and 
presidents, captains of industry and those who instinctively seek the finest 
accommodation wherever they travel. То further enhance your stay, our rooms 
and suites have now been totally refurbished and beautifully appointed. But 
you will be pleased to know that our gracious service and traditional hospitality 
remain unchanged. 


For reservations, call your travel agent 

or Westin Hotels or direct phone, 

Seoul (82-2) 771-05, Telex: CHOSUN K24256 TH E WESTI N CHOSU N A 
Seoul 


Fax: (82-2) 752-1443 СРО. Box 3706, Seoul, Korea. 
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The globalization of business has meant that panies effectively tap into this valuable resource. 
there is now a giant pool of capital that’s available Which is why our global network of investors 
for companies all over the world. is SO important to our clients. 

But it takes a bank with a sizeable presence in Last year, for instance, we played a major role 
all the world’s major financial markets to help com- іп helping leading corporations and governments 
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raise over fifty billion dollars through syndicated over a decade. 


loans. 


Corporate finance in today's world of busi 
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Our success in syndications, in fact, has been reaches far beyond a company's home turf. 


so consistent, that we have been an established 
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Deng’s little dragon 


One Step Ahead in China: Guangdong 
Under Reform by Ezra F. Vogel. Harvard 
University Press, Cambridge. US$29.95. 


While Stalin is not often considered one 
of the 20th century’s most influential eco- 
nomic theorists, the national economic 
structures he inspired have proven to be as 
resistant to change as they are inefficient and 
unproductive. In One Step Ahead in China: 
Guangdong Under Reform, Harvard Univer- 
sity's Ezra F. Vogel has used the 1978-88 
period in Guangdong province as a case 
study in the enormously complex task of re- 
viving China’s moribund Stalinist economy. 
One Step Ahead was written at the invitation 
and with the full cooperation of Guangdong 
officials, who were eager to have their suc- 
cessful reforms explained by as respected a 
foreign academic as Vogel. 

The Боок 5 thesis is that, as Guangdong 
was further along the tortuous path of re- 
form than any other part of China, a detailed 
and dispassionate review of the “first dec- 
ade” of reform in this generations-long pro- 
cess would be instructive for Guangdong 
and all of China. The period under review 
ends in December 1988, though the book 
contains a seemingly hastily written preface 
dated June 1989, noting that further reforms 
can be expected — “if political circumstances 
give them the opportunity.” 

Starting with a solid review of both the 
devastation of the Cultural Revolution 
(1966-76) in Guangdong and conditions in 
Hongkong, One Step Ahead effectively con- 
veys the near desperate need for reform in 
the 1976-78 period. Something fundamen- 
tally different had to be done. However, no 
one knew what to do and Vogel makes clear 
the explicitly experimental nature of the pro- 
cess. Since communist party rule was to re- 
main unchallenged, the scope and harmful 
side-effects of this experimentation had to 
be carefully controlled. Therefore, Peking 
found it useful to do its experimenting in a 
relatively distant province whose contribu- 
tion to the national treasury was modest, 
and whose economy was not linked to the 
core of the national industrial base as were 
those of Shanghai, Tianjin or the northeast. 
Experiments in Guangdong ran less risk to 
the central government than would changes 
in China's political and industrial heartland. 

Another factor which made Guangdong 
a useful laboratory was simply its proximity 
to Hongkong. This window on the outside 
world had the double advantage of offering 
access to foreigners and their technology, 
which even conservatives agreed that China 
needed, and to overseas Chinese, almost 
8076 of whom came from Guangdong. 
There was an early hope that Guangdong 


ad 


reforms could come on the cheap. Invest- 
ments from patriotic overseas and Hong- 
kong Chinese as well as exports of agricul- 
tural and light industrial products could re- 
lieve pressure on national resources. Also, 
by making Guangdong a showcase, it 
would serve the political goal of reunifica- 
tion with Taiwan, Macau and Hongkong, 
as well being a prod to more conservative 
cadres elsewhere in China. 

Furthermore, Guangdong cadres were 
thought by reformists in Peking to be more 
receptive to change than their non-coastal 
brethren, as prior contact with Hongkong 
and the world at large, so excoriated during 
the Cultural Revolution, lent them a rela- 
tively greater amount of ^worldliness." 

It is refreshing to have Guangdong's ob- 
vious economic success explained in hard- 
headed, practical terms rather than chalked 
up to the stereotype of the wily Canton- 
ese mind for business. Vogel also em- 
phasises the important role played by the 
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Slow boat to reform. 


central government and states that "[re- 
forms] could not have succeeded without 
Beijing’s wholehearted support." The cen- 
tral government retained control over senior 
provincial appointments, and infrastructure 
projects required technical personnel from 
Peking. 

Adding to the many unique factors that 
made Guangdong an ideal “hothouse” for 
reformist ideas was the fact that "Guang- 
dong not only had an advantage in its skill at 
determining and fully using Beijing's limits 
of tolerance; it was also administered under 
a special policy that allowed it more leeway 
than other localities were given." 

A major strength of One Step Ahead is its 
emphasis on the complexity of the actual 
workings of the reforms; that is, the inter- 
locking nature of a myriad of factors often at 
cross-purposes with each other. It was dif- 
ficult enough for China in 1978 to call for 
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such reforms as a larger role for markets, the 
end of the iron rice bowl, and less cen- 
tralised macroeconomic management. One 
Step Ahead attempts to chronicle the much 
more difficult task of the implementation of 
these goals, viewed from the grassroots 
level. With the possible exception of the de- 
velopment of the rural household contract 
system, nothing is easy. 

Compared to Japan, South Korea and 
Taiwan at similar stages of development, 
conditions for reform in Guangdong, albeit 
the best in China, were much less positive. 
The people of Guangdong no longer had 
any shared ethic of self-sacrifice; people 
were woefully under-educated; no large- 
scale Western technical aid was available; 
the government remained unwieldy and 
unpredictable, and the international climate 
for rapid development through exports was 
much less favourable in the 1980s than in 
previous decades. 

Despite this, Guangdong's progress has 
been impressive and growth rates compare 
favourably with Taiwan and South Korea in 
earlier years. Vogel speaks of the agents of 
these changes with admiration, as a new 
type of national hero. He also puts forth the 
concept of a Cantonese "newly industrialis- 
ing economy," another kind of dragon, en- 
compassing the economies of Hongkong, 
Macau, the special economic zones and 
Pearl River Delta, and holds out the hope 
that the trials of the first decade of reform 
can provide a solid base for future progress. 

Vogel's emphasis on how the reforms 
were implemented and his tight focus on 
Guangdong province are the main strengths 
of One Step Ahead, but they also create some 
difficulties. The many pages taken up with 
discussing the details of reform at the level 
of city, county and prefectural capitals are 
quite dense for the general reader. One is 
left with some confusion as to who the in- 
tended reader is to be. 

More significantly, well before the Pe- 
king Spring, Hongkong businessmen were 
voicing concern over Guangdong’s increas- 
ingly diabolical system, and the difficulty of 
getting ordinary things done. There was the 
beginning of a sense that things were spin- 
ning out of control, especially where corrup- 
tion was concerned. Judging by more recent 
events, one can question whether Vogel has 
given sufficient weight to the dark side of re- 
forms and the fragility of the progress al- 
ready made. The point about Peking's firm 
hand in the direction of reforms could have 
been taken further and a fuller discussion of 
Guangdong's reforms in the national con- 
text would have been useful. 

Obviously, we now have the value of 
post-4 June hindsight. It is a measure of 
how unpredictable China remains that im- 
portant elements of a study as exhaustive as 
One Step Ahead can be overtaken by events in 
a matter of months. We all await the next 
chapter in the story of reform. 

№ Thomas Lynch 
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shipping industry itself, great 
circle routes and more, each 
and every port around the 
world is unique. There is no 
other port such as Hong Kong. Or Singapore. 
Or Kaohsiung. Or, indeed, such as PORT 
Hawaii. 

PORT Hawaii consists of seven deep- 
water harbors on four different islands and 
а medium-draft harbor on a fifth island. 
Honolulu Harbor, fronting the burgeoning 
downtown financial district of Honolulu, is the 
heart of the PORT Hawaii system of commer- 
cial harbors and is one of the busiest container 
handling facilities in the United States. 





In addition to Honolulu Harbor, the 
commercial harbors in the PORT Hawaii 
system are the new Barbers Point Harbor 
on Oahus southwest shore, the Big Island's 
Kawaihae Harbor and Hilo Harbor, Kauais 
Nawiliwili Harbor and Port Allen, Mauis 
Kahului Harbor апа Molokais Kaunakakai 
Harbor. 

Today, PORT Hawaii stands poised to 
play its role in the Age of the Pacific. We offer 
opportunities to astute companies seeking 
critical advantages in addressing the markets 
of North America, the Far East, Pacific island 
nations, Australia and New Zealand. 

For more information, please telephone 
the Harbors Division of the Hawaii State 
Department of Transportation at (808) 
548-2570. Our facsimile number is 548-6009. 


The secret is out. 
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Rising from the rock 


Contemporary Architecture in Hong 
Kong compiled by Chung Wah Nan. Joint 
Publishing, Hongkong. HK$380 (US$48.70). 


It could be argued that “Hongkong ar- 
chitecture” is a contradiction in terms. That 
there could not possibly be any premedi- 
tated “design” to the forests of high-rise 
boxes in which so many millions of people 
pass their public and private lives. 

However, this extensive survey shows 
that there have been at least 58 genuine at- 
tempts to create buildings that bring joy to 
the people who occupy them. And what 
better opportunity to survey the variety and 
quality of architecture being produced in 
Hongkong than in Contemporary Architecture 
in Hong Kong. That said, it is also something 
of an opportunity lost. 

The problems begin with architect 
Chung Wah Nan's own introductory essay, 
a garbled, rambling "explanation" of Hong- 
korg architecture. After being informed that 
"Hongkong is situated in the South of China 
at the estuary of the Pearl River" (and pro- 
vided with an oversize map to prove it), we 
are given a bit of Hongkong architectural 
history. We are told that the city has an 
architectural identity, without any specific 
explanation of just what that identity is. 

But Chung does offers insight into the 
client-architect relationship — namely, that 
the client almost always dictates the ar- 
chitectural plan. 

The most thought-provoking text in the 
book is a rationalisation — if not a justifica- 
tion — of the New Town complexes (in the 
New Territories) by the Principal Govern- 
ment Town Planner of the Buildings and 
Lands Department. In his almost-apologetic 
essay, K. S. Pun says that Hongkong is in 
desperate need of housing, and that while 
they are not especially beautiful, these mas- 
sive complexes are designed to be as livable 
as government budgets allow, and to blend 
in with the natural environment as much as 
possible. He illustrates this with a good dis- 
cussion of the Shatin and Tai Po plans. 

There follows the main section of the 
book: 58 contemporary architectural pro- 
jects in Hongkong. Virtually all of the terri- 
torys most prominent works are here — 
among them the Hongkong Bank building, 
the Bank of China Tower, the Landmark, 
Exchange Square, Bond Centre, the Hong- 
kong Academy for Performing Arts, the 
Hongkong Club — as are many lesser- 
known structures. These include the Mong 
Tung Wan Youth Hostel, the Columbarium 
at Cape Collinson, and the Hongkong 
Polytechnic staff housing. 

The buildings are grouped by architec- 
tural firm, with colour photographs, floor 
plans, construction specifics, discussion of 
the design features and an explanation of 





Macau Ferry Terminal. 


the architects' intentions. Particularly in- 
teresting are the ways in which the ar- 
chitects solved design problems, such as 
building over water (Macau Ferry Termi- 
nal), building on a cramped site (St John's 
Building, Bank of China Tower) and 
having to segregate various users from one 


another (New Supreme Court Building). 


As thorough as this survey is, there are 
problems here, too. For one thing, the 
weight given to the buildings seems skew- 
ed. I. M. Pei's landmark Bank of China 
Tower, for example, is given only two pages 
and a 175-word entry, while the compiler's 
own Tregunter Towers — a pleasant but 
hardly monumental complex — rates four 
pages. 

If one is being picky, photo credits and 
captions should have been included. And 
while there is an index of architectural firms, 
there is no index of the actual buildings, so 
the reader must sift through the table of con- 
tents to find a given entry. 

Perhaps the biggest drawback to the 
book, however, is the absence of any real 
contemplation of the buildings represented 
here. Are we really going to let the new 
Hongkong Cultural Centre get away with a 
mere recitation of its features, without any 
consideration of the controversy that sur- 
rounds it? Is the Hongkong Bank a great 
piece of architecture, or a great joke on us 
all? 

As an architect who has practised for 25 
years in Hongkong, and as a member of the 
Antiquities Advisory Board and various 
other organisations, Chung seems ideally 
placed to create a dialogue with his read- 
ers on the good and the ugly in Hongkong 
architecture. We will have to wait for his 
next book to do that. Just as we will have to 
wait for the rest of the Hongkong “architec- 
tural” world to catch up with these 58 re- 
sourceful examples. 8 Alan Moores 





Peddler of myths 


The UMNO Drama by Fan Yew Teng. Egret 
Books, Kuala Lumpur. US$3.30. 
Mahathir's Economic Policies edited by 
Jomo K. S. INSAN, Petaling Jaya. US$2.95. 


It is nothing to be especially proud of but 
Malaysians who have lived through the 
tenure of Datuk Seri Mahathir Mohamad 
might well claim to have had a taste of end- 
of-the-century hope and dread before this 
century actually ended. 

Mahathir's era began with an aura of 
dynamism, gestures of liberalism and a vi- 
sion of progress, all of which were taken in 
earnest by a nation anticipating the home 
stretch of the New Economic Policy (NEP) 
with a mixture of expectation andapprehen- 
sion. A few years, many scandals and sev- 
eral political crises later, the promise of a 
"clean, efficient and trustworthy" adminis- 
tration turned out to be base coin. 

Datuk Musa Hitam resigned as deputy 
prime minister in 1986. The dominant Unit- 
ed Malays National Organisation's (Umno) 
resounding electoral victory in that year be- 
lied the widespread disaffection with Maha- 
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thirs regime. By 1987, half the Umno 
cabinet members had turned against him 
and in April, Tunku Razaleigh Hamzah 
mounted a powerful claim to the party 
leadership. And the political tumult con- 
tinues. 

Mahathir, the rebel of 1969, beatified loy- 
alty in 1987-88: loyalty to himself as prime 
minister and president of the rump of 
Umno, to the spirit of a legally defunct 
party, to a royalty he had tried to curb in 
1983, and, in his words, "loyalty with the 
people" for whom he had prescribed 
heavier doses of authoritarianism. 

Fan Yew Teng reliably assesses, in partly 
historical and partly polemical fashion, 
these and other prominent political events 
since Mahathir came to power in 1981. But 
what makes The UMNO Drama rich in politi- 
cal insight is his search for clues to the crisis 
of 1987-88 in Umno's 40-year history. 

He dismisses the myths of Umno and 
Malay unity which even today are being 
peddled by Mahathir's Umno Baru (new 
Umno) and Razaleigh's Semangat '46 (Spirit 
of '46) in their rival claims to be the success- 
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The BAe1000. You ve Got 





The First Intercontinental Mid-Size 
Twin Business Jet. The BAe 1000 is 
half the price of larger, less efficient 
business jets. You get big iron range at 
a mid-size price. The BAe 1000 will be 
ready for delivery by early 1991, at 
least two years ahead of anybody else. 
4000 Plus Statute Miles Is Business 
As Usual. No other mid-size can 
match the intercontinental range of 
the BAe 1000. Period. 

Two Pratt & Whitney PW305 Turbo- 
fans: ANew Generation. 5,200 pounds 
of thrust makes the new PW305s the 
most powerful in their class. Thrust 
reversers are standard and the engines 
burn 20% less fuel than the competition. 


BRITISH AEROSPACE À, 
BAe 1000. YOU'VE GOT A PLANE TO CATCH. m. 
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A Plane To Catch. 


Honeywell SPZ 8000 Digital Avi- 
onics: State 0f The Art, Redefined. 
The most advanced avionics available 
today. So advanced, they'll still be 
state of the art years from now. 

The Cure For Cabin Fever. Almost 
three feet longer than the BAe 800, 
with an aft, pressurized baggage area 
that offers both internal and external 


access, it's the largest cabin in produc- 


tion today in a mid-size. Eight passen- 
gers can fly the maximum range and 
still emerge on speaking terms. 
Custom Completion, As You Like It. 
We're as good at meeting your cabin 
design specifications as we are at 
designing and building the planes they 








go into. Either the Arkansas Modifica- 
tion Center in the USA, or Chester in 
the UK...or choose the custom com- 
pletion facility that suits you best. 


For more information on the BAe 1000 
or the BAe 800, write: Corporate 
Aircraft Sales Department, British 
Aerospace (Commercial Aircraft) 
Limited, Comet Way, Hatfield, Hert- 
fordshire, England, AL10 9TL, (07072) 
62345. In the USA: Kenneth C. 
Spinney, VP Marketing-Corporate, 
British Aerospace, Inc., PO. Box 17414 
Washington-Dulles International Air- 
port, Washington, D.C. 20041. Or call 
703-478-9420. 














OUS AHO ана 


Over 50 hotels on 5 continents. 


Nina Кіссі designs the uniforms. 
Hermès supplies the bathroom 
amenities. Christofle silverware and 
Limoges china are found on our 
tables. Famous French chefs create 
our superb restaurant menus. The 
concierge is a source of all 
information and the latest 
technology supports the business 
traveller, New York, Bangkok, 


the Seychelles, Phuket and over 50 
other cities and resorts worldwide 
provide some stunning locations. A 
world of hospitality beckons and 

the service is courtesy of Meridien. 


P 
MERIDIEN 


TRAVEL COMPANION OF AIR FRANCE 


Рог reservations, contact any Meridien hotel or Air France office, 
your travel agent or Meridien Reservations International at Hong Kong 8523.66.99. 96. 
singapore 65.733.28.78; Tokyo O120.475.777 or Sydney 008.221.307. 
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The Review Publishing 


Company Limited is now 


publishing a quarterly 
index which details by 


¿everything that has ap- 


peared in the Review. 


The index is available on 


a quarterly basis. Sub- 
scribe now and each 


quarterly index will be | 
sent to you automatically | 


as soon as it becomes av- 
ailable. A vital research 
tool, the Review index 


will save hours of need- E 
less searching for infor- 


mation. ORDER YOURS 
TODAY! Only HK$290 
(US$37.50) for 4 quar- 
terly issues. Just complete 
the coupon below and 
send with your payment. 
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The Circulation Depart- 


ment, Review Publishing: 


Company Limited, GPO 
BOX 160, Hongkong. | 


Please send. my order for the 


Review Publishing Company Lim- 
ited QUARTERLY INDEX. | en- 
close HK$290/US$37.50 {or its 
equivalent in local currency) in 
payment. 
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“Look after this 
planet, it’s the only 
one we have” 


A personal message 
from HRH The Duke of Edinburgh, 
WWE International President. 


Acid rain. The pollution of 
soils, lakes and rivers. The 
imminent extinction of species. 
The destruction of tropical forests. 
All these have been headline news 
for many years. 

But they’re only the tip ofan 
iceberg. Put them all together and 
add in the stories which never 
make the news, and you begin to 
see the hammering the world is 
taking from its huge and ever- 
growing human population. 

This hammering is cumulative. 
Every new case is added to the 
damage that has already been 
done, so that we are constantly 
accelerating the process of 
destruction. 


Our life-support system 


All life on earth is inter- 
connected, dependent upon the 
physical processes taking place in 
the atmosphere and the oceans. 

This natural system is our life- 
support system, and if we damage 
any part of it we are putting our 
own survival at risk. 

The purpose of WWF – the 
World Wide Fund for Nature – and 
all the other nature conservation 
bodies, is to limit any further 
serious damage and to restore the 
balance between man and his 
natural environment. Please take 
an interest in the health of our 
planet, itis the only one we have. 


Write for further information to 
WWE International, CH-1196 
Gland, Switzerland. 


World Wide Fund For Nature 
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The fragranced 


Fragrance Flight atmos phere of care 
6 м in the air. Soft refined 
ajanigandha grace of the 
stewardesses. 
Class Food and mood of 
Bengali aristocracy 


On board Biman’s 

Rajanigandha Class 

(Executive Class) 
The friendly fragrance of our flight lingers on 


Biman 
BANGLADESH AIRLINES 


Your home in the air 
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AEG’s reputation as an innovator 
of technology is based on tradition. 

For more than a century we've 
aimed not only to produce prod- 
ucts and services which improve 
people's quality of life, but also to 
develop technologies which further 
man's progress. 

In industrial automation: pro- 
ducts, equipments and systems for 
industrial manufacturing, power 
supplies, buildings, airports - and 
environmental protection. 

In office systems and commu- 
nications: personal computers, 
PC-based systems and networks, 
electronic typewriters and print- 
ers. 





` Furthering man's 
progress 
gh technology 


In electrical systems and com- 
ponents: switching systems for 
power distribution, electrical instal- 
lations — typically in hospitals -, 
turnkey power stations with gas- 
turbine drives, and cables. 

In consumer products: from 
washing machines and dishwash- 
ers to coffee machines and power 
tools. 

In microelectronics: electronic 
components, modules and sys- 
tems, and opto-electronic tubes. 

In transportation: suburban and 
long-distance railway systems, and 
fully automatic people movers, 
using conventional drive and mag- 
lev technology (the M-Bahn). 
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AEG. Three letters which 
represent innovative technology. 
Six divisions encompassing more 
than 8,000 different products. Our 
contribution to progress. 

AEG Pte. Ltd. - 18 New Industrial 
Road 04-00 - Ventek Industrial 
Building - Singapore 1953 · Tel.: 
(0 65) 2 86-54 54 

Headquarters: AEG Aktiengesell- 
schaft Theodor-Stern-Kai 1 
D-6000 Frankfurt 70 West- 
Germany 


Member of the Daimler-Benz-Group 
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or to the original Umno founded in 1946. 
In a sustained debunking exercise, he 
reviews a long record of intraparty discord 
and discovers a leitmotif of factionalism born 
out of selt-aggrandisement in Umno's deve- 
lopment into the party that has controlled 
every Malaysian government since 1957. 

The 1987 split in Umno was the latest and 
most dramatic episode in a series of contes- 
tations that included Tunku Abdul Rahman’s 
dismissal and detention of Aziz Ishak, ex- 
pulsion of Mahathir and exile of Musa. 

Fan reserves his most cutting remarks for 
the “culture of money politics” which Umno 
leaders bemoaned as the symptom of a loss 
of idealism among party members. He sees 
it as the result of “the lax attitude of the 
Umno leadership towards corruption in the 
1950s and 1960s, the influence of Revolusi 
Mental, that Umno manifesto of greed, the 
abusive implementation of the NEP and Dr 
Mahathir's simplistic insistence on creating 
Malay millionaires to solve the problem of 
Malay poverty.” 

No stranger to political harassment him- 


self, Fan spares none of the prime ministers 
of Malaysia for their individual contribu- 
tions to the “repressive legacy” which most 
recently claimed the Lord President and two 
other judges of the Supreme Court. 

It would be churlish to point to the lack of 
academic politesse in a piece of polemical 
writing. But Fan's polemical style is that of a 
schoolmaster turned parliamentarian, a 
politician turned “activist.” Practically hu- 
mourless, Fan relies far more on invective 
than inventiveness. 

Mahathir's political fortunes would prob- 
ably not have fared as badly as they did in 
1987-88 had his economic policies not coin- 
cided with recession and a spate of scandals 
in Malaysia. As the collection of essays 
edited by Jomo suggests, the “poorly con- 
ceived and badly integrated initiatives of the 
early ‘80s imposed a terrible burden on the 
Malaysian economy.” 

Unemployment, growing external debt, 
increased competition from Japanese and 
South Korean companies and diminishing 
opportunities for local firms, failure of ineffi- 





Down and out Down Under 


Two Centuries of Panic: A History of 
Corporate Collapses in Australia 

by Trevor Sykes. Allen & Unwin, London. No 
пик TC o _ БОЈЕЊЕ 

Alan Bond, George Herscu and Christ- 
opher Skase have some illustrious and 
equally colourful forerunners. There was 
banker Benjamin Boyd who sailed into Mel- 
bourne on 11 June 1842 on a yacht equipped 
with 13 cannon and who, nine years later, 
ended up in a cannibal's cooking pot 
on Guadacanal. 

There was the Basque "prince" 
Claude de Bernales who in the 1930s 
used to personally serenade his Perth 
bankers on a £10,000 (US$15,700) 
harp, and used the proceeds of stock 
sales to build two mansions in 
England replete with gold tableware 
and gargoyles. More recently, there 
was erstwhile mineral shares king 
Ken McMahon who handed out 
business cards noting that, among 
other things, he was an "interna- 
tional lover" and "the last of the big 
spenders." 

All of these men have one thing 
in common; they went bust or, in 
the case of Bond and Skase, have come 
to the brink. As Two Centuries of Panic 
makes clear in 593 wry and stupendous- 
ly detailed pages, flamboyant bank- 
ruptcy is almost an Australian birth- 
right. Unfettered optimism, aggressive 
salesmanship, poor account-keeping and, 
in many cases, outright fraud have been 
features of corporate life Down Under since 
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of keeping good accounts. 






Is Bond crying in his beer? 


the first fleet came into Circular Quay. 

While financial journalist Trevor Sykes 
has provided a detailed post-mortem of 
some of Australia’s most famous corporate 
corpses, Two Centuries of Panic suffers quite a 
bit from parochialism. It starts right into the 
minutiae from the first page and never lets 
up until the brief, final chapter which offers 
predictable, universal conclusions about the 
pitfalls of high gearing and the importance 
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This is a bit of a shame, since the 22 cases 
surveyed have a lotin common and could be 
put into a broader context. Australian high- 
flyers from Benjamin Boyd right up to those 
of the present day have shown a propensity 
to report the silver lining well past its day 
and an uncanny skill at getting their share- 
holders and bankers to believe it. This has 
been particularly true in the mining and 
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cient heavy industry projects, and question- 
able privatisation practices make up a long 
enough litany of economic ills that could be 
blamed on Mahathir. 

The “austerity drive” he eventually insti- 
tuted was hardly the inviting road to NIC- 
dom his economic policies were meant to 
take the nation. And if he started on a 
nationalist note, he ended by making it even 
more dependent on foreign investment. 
The concluding essay in Mahathir's Economic 
Policies cautions that the economic recovery 
of the past two years, relying as it does on in- 
creased primary commodity prices, ex- 
panded outputs of major non-renewable 
natural resources and an upsurge in manu- 
facturing export activity, does not yet war- 
rant great optimism. 

Mahathir's Economic Policies is a handy 
and competent book on the economic 
policies and issues of the Mahathir era. The 
collection provides a useful point of depar- 
ture for a proper critique of those policies 
and their long-term implications for the 
Malaysian economy. и B. T. Khoo 


property sectors where companies have 
risen like comets only to be snuffed out at 
the first sign of recession. 

While the suspension of disbelief in fi- 
nancial affairs is not a specifically Australian 
phenomenon, the country’s distance from 
the rest of the world and its inherent love of 
rogue behaviour appears to have encour- 
aged the kind of corporate malfeasance that 
Sykes voluminously documents. This ap- 
pears to set Australia a little bit apart, a point 
the author only makes in passing. 

That quibble aside, Sykes has done a ter- 
rific job of digging for dirt and bringing these 
sordid episodes and their key players to 
light. Particularly amusing are the 
cases of gold miner de Bernales and 
Sir Matthew Davies, a Melbourne 
property developer and legislative 
assemblyman. Davies built an em- 
pire through kited cheques, bank- 
rupted a bank in 1892 and then 
went on not only to be acquitted, but 
to become president of the Law Insti- 
tute of Victoria. The case of Sir 
Matthew is only one of several 
catalogued by Sykes that shows poli- 
tical connections to be an effective 
salve against criminal prosecution. 

Indeed, Sykes makes the point 
4 that few of Australia’s corporate 
criminals have been brought to 
book by the courts. He recommends 
cutting down the number of steps necessary 
to bring white-collar malefactors before 
the courts and at replacing jury trials 
with expert tribunals. Although not as 
protective of the rights of the accused, 
Sykes notes, aggrieved shareholders and 
creditors would stand a far greater chance 
of getting some of their money back. 
m Jonathan Friedland 
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LABOUR 


Taiwan plans tough law to combat crime and labour unrest 


Capital fright 





By Lincoln Kaye in Taipei 








low-key item in the financial pages 

of the local press heralds a trend 

that could, if sustained, derail the 

government's growth projections. 
Taiwan investment abroad for the first 10 
months of this year increased by a stagger- 
ing 242% over the same period last year, to 
reach US$609 million. Manufacturing in- 
vestment abroad grew at the even faster rate 
of 721%. 

Sensational "crime wave" headlines on 
the front pages of those same newspapers 
offer a clue as to why capital is fleeing 
Taivwan's once-booming island economy. 

The son of Evergreen Shipping chairman 
Chang Jong-fa was kidnapped for a ran- 
som of NT$50 million (US$1.91 million). A 
construction materials magnate, his wife 
and daughter were slaughtered in their 
Taichung home after receiving a blackmail 
threat. Police investigating kidnappings and 
blackmailers uncovered arsenals that in- 
cluded assault rifles, portable rocket laun- 
chers, samurai swords and military grade 
dynamite. 

Gruesome as they were, the week's 
headlines were nothing out of the ordinary 
for Taiwan. Rapid social change, galloping 
consumerism and the lifting of martial law 
last year have combined to produce a tidal 
wave of crime. High-rolling entrepreneurs 
and executives offer the most tempting 
targets. 

No wonder that they are beginning to 
feel hunted. Luxury car dealers report that 
sales are slumping; millionaires are leaving 
their limousines in the garages and driving 
around in second-hand taxis, with their 
chauffeurs disguised as 
cabbies. Business is booming 
for guard services, but golf 
course attendance is down. 
Businessmen vary their 
commuting routes, change 
outfits several times a day 
to confound would-be hit 
men, shun conspicuous con- 
sumption and keep low pro- 
files. 

“It’s just not worth it 
to do business here any- 
more,” says the chief execu- 
tive of a major retail chain, 
who, like many business- 
men, declines to be iden- 
tified by name. He has al- 





Chang Jong-fa paid 
ransom for his son. 


ready packed his wife and children off to 
Australia and is preparing to liquidate as 
many assets as he can in Taiwan for transfer 
overseas. 

Government planners are not worried 
about shifting labour-intensive industries 
abroad. But capital-intensive hi-tech plants 
and service industries are another matter. 
Slumping investment could exacerbate Tai- 
wan's diplomatically sensitive trade surplus. 

Swollen export earnings have translated 
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into a huge excess of savings over invest- 
ment, notes Tsui Tzu-kan, vice-chairman of 
the Council of Economic Planning and De- 
velopment (CEPD). Unless investment picks 
up, this gap could prove hard to close. 

Public order is only the latest of the in- 
vestment disincentives that have been fuel- 
ling Taiwan's capital flight. Businessmen's 
delegations have been meet- 
ing with President Lee Teng- 
hui and Premier Lee Huan to 
complain about such factors 
as wage inflation and spiral- 
ling environmental clean-up 
costs, as well as crime. 

To refute US protectionist 
charges that Taiwan owed its 
competitive edge to sweat- 
shop working conditions, 
the government  streng- 
thened its labour codes and 
enforcement bureaucracy in 
1987. This, coupled with the 
lifting of martial law, set the 
stage for a newly assertive la- 
bour movement. 
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Villagers demand compensation from petrochemical company. 


Strikes have crippled bus and rail sys- 
tems for days and even weeks at a time in 
several Taiwan cities. Managers — includ- 
ing foreigners — have been barricaded in 
their plants by irate workers. Factories have 
been prevented from closing down pending 
severance pay settlements. 

Environmentalists, too, have shut down 
factories and power stations to protest at the 
pollution they generate. In one celebrated 


incident, 2,000 irate villagers pulled the plug 
on an entire industrial park for five days, 
until factory owners coughed up NT$1.2 bil- 
lion in compensation. 

Fishermen have blockaded Kaohsiung 
port repeatedly to protest at the dumping of 
effluent. Taiwan's industrial giants, like the 
Formosa Plastics group, have found it easier 
to open plants in developed countries like 
the US rather than at home. 

To strike at all these business grievances 
at once, the cabinet has been mulling over 
an omnibus crime bill for the past month. 
Nicknamed the Beheading Bill by lawmak- 
ers, it considerably stiffens penalties for a 
wide range of crimes, including murder, 
rape, kidnapping and gun-running. The 
death penalty or life imprisonment is pre- 
scribed for these offences. 

Early versions of the law, ostentatiously 
leaked to the press, set similarly heavy 
penalties for a gamut of vaguely defined 
economic crimes. Examples are: unlawful 
assemblies surrounding factories in a way 
that harms equipment or interferes with 
production; illegally absorbing funds in a 
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way that influences the domestic economy; 
and smuggling any banned item — includ- 
ing exiled political dissidents — into the is- 
land. 

To the general public, the bill was sold 
as a straightforward get-tough-with-thugs 
measure. To businessmen, politicians and 
intellectuals, it was portrayed as a panacea 
for investment. Its principal backer in the 
cabinet was Economics Vice-Minister Wang 
Chian-hsuan, and its drafter was arch-con- 
servative minister-without-portfolio Chiang 
Chian-han, a Li Huan protégé. 

The sloppily drafted measure earned 
neither of them any cachet. Pollsters report 
that the original version of the bill received 
only lukewarm reviews from its intended 
constituencies. By late November a much 
watered-down version finally passed the 
cabinet. From an original 14 articles, the law 
had been stripped down to 11. Most of the 
measures against factory demonstrators 
and underground deposit-taking com- 
panies had been dropped. 


ut one controversial article was re- 

tained: anyone using force or 

threats to interfere with a civil ser- 

vant in the discharge of his duties 
can be jailed for three to five years. By keep- 
ing this provision in the bill, the government 
may be signalling its intention not only to 
protect private investors but also to push 
through its own large public investment 
projects. 

The rebound in aggregate investment (as 
a proportion of GNP) in 1986 after years of de- 
cline owes much to the commitment of gov- 
ernment funds to a spate of long-overdue 
infrastructural developments — roads, re- 
fineries, harbours, and mass rapid transit 
systems. Fourteen mega-projects were 
launched, and the share of public spending 
in overall investment figures increased 
dramatically. 

But the government has had a hard time 
actually implementing these projects due to 
problems of labour recruitment and land ac- 
quisition. Import of foreign guest-workers 
and forced land acquisition are starting to 
look increasingly necessary. Inclusion in the 
Beheading Bill of clauses protecting civil ser- 
vants could presage a resort to these tough 
options. 

Tough options seem less necessary to 
deal with labour unrest, according to Shen 
Ji, a labour specialist at the Chung Hwa In- 
stitute for Economic Research. Taiwan’s in- 
dustrial structure, mainly comprising small 
family firms, makes for house unions rather 
than island-wide craft unions. 

Besides, the hyped-up economy has pro- 
duced a labour shortage that has pushed up 
wages by 16.7% a year on average for the 
past half-decade. “So what's to strike for?" 
wonders Chang Pei-ji, head of the CEPD’s 
manpower planning department. 

A few recent labour disputes, like the 
drawn-out Miaoli bus strike, have backfired 
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on workers, leading to settlements less ad- 
vantageous than the employers' pre-strike 
offers. The number of industrial disputes, 
after peaking in 1987, has drifted down- 
wards since then. 

Market forces, not labour militancy, have 
driven Taiwan's wages up, Chang points 
out; and market forces could nudge labour 
costs back down again if economic growth 
slows, as projected, from the double-digit 
levels of the last decade to an average 7% a 
year in the early 1990s. 

Opinion remains split on whether the 
Beheading Bill will succeed in its primary 
purpose of controlling crime. Tsai Cheng- 
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wen, chairman of political science at Na- 
tional Taiwan University and a colleague of 
the bill's author, Chang Chian-han, de- 
scribes the law as a classic piece of conserva- 
tive legislation. Its sweeping powers and 
broad-brush defitions are not meant to be 
applied automatically in every instance; 
they are just something for the government 
to hold in reserve and use at its discretion. 
But opponents, at their own discretion, 
can just as easily challenge official authority 
when the government exposes itself on too 
broad a perimeter, as demonstrated by the 
current flouting of Taiwan's sedition laws. 
So an overly broad omnibus crime bill could 
inflame, rather than mute, labour and envir- 
onmental militancy. A more modern ap- 
proach, Tsai says, would be to draft laws 
precisely and apply them meticulously. 
Experts like Chou Chen-ou, a former 
prison warden who now teaches at the 
Chinese Culture University, also doubt the 
efficacy of stiff penalties if unmatched by 
even-handed enforcement and systemic 
change to tackle the root causes of criminal- 
ity. Some of Taiwan's top judges seem to 
agree: 10 justices from the capital crintes 
bench of the Supreme Court are reportedly 
ready to request transfers at the end of the 
year to escape the mental pressure of hand- 
ing down death sentences. They have col- 
lectively meted out 59 such sentences so far 
this year. And yet ће crime wave swells. m 





AGRICULTURE 


South Korea's agriculture is still mired in the past 


Seoul's beef hash 


By! Mark Clifford in Seoul | Clifford in Seoul 


outh Korea does many things well. 

Raising beef cattle is not one of them. 

That did not matter much in the past. 
Now that South Korea is the world's 10th- 
largest trading nation it does. 

Beef has become a focal point for the 
frustration many of South Korea's trading 
partners feel over the slowness with which 
the country is opening up to imports. Aus- 
tralia, New Zealand and the US, supported 
by Canada, have recently had complaints 
against South Korea's restrictions on beef 
imports upheld by Gatt. They are pressing 
for a phase-out of the country's arbitrary 
quota system and its replacement by tariffs. 

South Korea has until the beginning of 
February to reach agreement with the Gatt 
petitioners. This is unlikely to happen. 

"We are not ready to suggest any timeta- 
ble for phasing out import restrictions," says 
Shin Koo Bum, director-general of the live- 
stock bureau at the Ministry of Agriculture, 
Forestry & Fisheries (MAFF). He says South 
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Korea must keep its quota system until 
sometime in the next century. “Free trade is 
wonderful," says Shin, "but I don't want 
any industry in any country to be sacrificed 
in the name of free trade." 

Foreign-trade negotiators are opposed to 
the quota system because they are afraid 
that it could be used to eliminate temporarily 
all imports, as it was in 1985. “We cannot 
gear up to export beef and then have them 
arbitrarily close the market again," says a 
diplomat. 

South Korean planners say they do not 
want to imitate Japan's disastrous agricul- 
tural policy, which has protected farmers at 
the cost of paralysing much of the political 
process and increasing trade friction. But a 
combination of political cowardice and a lack 
of creative proposals makes it likely that 
Seoul will be dragged into a quagmire of bit- 
ter trade talks in a rear-guard effort to protect 
its beef farmers. 

Ironically, the more successful South 
Korea is in protecting its livestock farmers in 
the short run, the more difficult it will be to 
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restructure the agricultural sector over the 
next decade or two. 

“The problem is political,” says Kim Chul 
Soo, assistant minister of trade and indus- 
try. “Farmers feel they have been left out of 
the economic development [South] Korea 
has enjoyed in the past couple of decades.” 

Agricultural innovation preceded indus- 
trial development in many countries, and 
often provided the initial capital for indus- 
trialisation. But in South Korea the agricul- 
tural sector was simply passed by while 
funds borrowed abroad were funnelled into 
industry. As a result, the rural sector was 
never modernised and remains uncompeti- 
tive while the industrial sector has arguably 
been too successful in penetrating interna- 
tional markets. 

Government policies have often been 
spectacularly unsuccessful, especially for 
beef farmers. The most notorious govern- 
ment “assistance” was in the form of mas- 
sive cattle imports in the early 1980s by 
Chun Kyung Hwan,-younger brother of the 
former president. Chun was sentenced to 
seven years in jail last year on related corrup- 
tión charges. But his policy, which caused 
prices to plummet, left a lasting legacy of bit- 
terness among beef farmers that has made 
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the government wary of triggering fresh 
protests. 

The government is responsible on an- 
other front for much of the political threat 
that the farm lobby now represents. Elec- 
toral districts were drawn so that urban vot- 
ers — who are generally more anti-govern- 
ment — were severely under-represented. 


331 АМНУН 


Although fewer than one out of every four 
voters lives in a rural district, farm con- 
stituencies count for more than four of every 
10 elected seats in the legislature — almost 
double their weight in the electorate. 

The government has also created a pow- 
erful farm lobby which is increasingly slip- 
ping out of its control. The National Live- 
stock Cooperatives Federation (NLCF), the 
beef farmers organisation, has 200,000 
members in 170 local chapters. Next April, 
the NLCF will for the first time elect local 
chapter heads by a direct vote, rather than 
having them appointed from above. That is 
expected to make them even more effective 
— or at least more vocal — in opposing im- 
ports. 

Officials at the NLCF headquarters in 
Seoul, for example, say that while they sup- 
ported a large rally on 28 November oppos- 
ing agricultural imports, they could not take 
an active role in organising it. That sort of 
arms-length stance could change as the NLCF 
gains its independence. 

During the rule of former president 
Chun, from 1980-88, government techno- 
crats could push through policies with little 
resistance. No more. "In some sense we're 
being victimised by what we wanted here: 





Consumers corralled 


Park Chul Woo has a job which is sure to make him more 
enemies than friends. As president of South Korea's Livestock 
Products Marketing Organisation (LPMO), his task is to run the 
country's beef import monopoly in a way that keeps farmers, 
consumers, politicians and foreign trading partners happy. Act- 
ing on orders from the Ministry of Agriculture, Forests and 
Fisheries, the LPMO is supposed to bring in enough beef to keep 
trade frictions from escalating, but not so much that prices in 
South Korea's expensive beef market fall. 

So far this year the 55-year-old Park has been grilled by the na- 
tional assembly first about why prices have stayed high and then 
about why they were falling. "We are receiving mountains of 
complaints, especially from farmers," says Park. 

In fact, farmers should have little to complain about. LPMO 
profits this year are expected to be about Won 55 billion (US$82 
million), which will be turned over to the agriculture ministry 
and loaned to cattle farmers at preferential rates. Indeed, farmers 
would do better to thank LPMO, which has done a masterful job of 
keeping South Korean beef prices near record levels — and more 
than three times the price of imported beef — despite the re- 
sumption of imports last year. 

Тһе РМО is at the centre of a complex, clotted distribution sys- 
tem which is costing South Korean consumers hundreds of mil- 
lions of dollars a year in higher prices for imported beef — and is 
resulting in windfall profits for a handful of government organi- 
sations and wholesalers which have access to the imported meat. 

Since it was founded in August 1988, the LPMO has bought 
US$250 million of beef abroad. South Korean consumers have 
paid between US$530 million and US$750 million for that meat at 
the retail level, according to estimates made using data provided 
by the LPMO and foreign analysts. However, the true cost to 
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South Korean consumers is substantially higher, since the artifi- 
cially high price of the imported beef provides a price cushion for 
inefficient domestic producers. 

South Korea consumers are paying something on the order of 
US$1 billion a year in higher beef prices thanks to the country's 
agricultural and marketing policies. In a system which is de- 
signed to keep everyone happy, consumers are the big losers. 

The beef import system is supposed to be managed so that the 
profits are channelled to help livestock farmers in their restructur- 
ing efforts. But the Won 55 billion the Livestock Improvement 
Fund will receive this year pales in comparison to what wholesal- 
ers, distributors and retailers will receive. The LPMO sells its beef 
to approved private wholesalers, along with the quasi-govern- 
ment National Livestock Cooperatives Federation (where many 
LPMO staff members, including Park, previously worked) and the 
Korea Cold Storage Corp. 

The Korea Tourist Hotel Supply Centre, however, may have 
the sweetest deal of all. The centre is the only supplier of im- 
ported beef to more than 300 hotels and designated tourist 
facilities, but it is able to buy beef from the LPMO with only a 2% 
handling charge tacked on. Like many monopolists, the organi- 
sation has huge mark-ups — estimated to be 100-200% — and 
can dictate its terms to customers. 

“Their attitude is that if we don't like it we don't have to buy 
from them," says one customer. But there is no alternative except 
the black market for beef, which thrives thanks to the large US 
military presence. 

South Korean consumer groups, who have never been partial 
to imports, have not raised any objections to the system. But beef 
exporting countries are unhappy. Australia, New Zealand and 
Canada are miffed that the process is stacked in favour of US pro- 
ducers — a fact which South Korean officials concede privately. 
“We object to the LPMO because it is a distortion of the market," 
says a Western diplomat. "We want to be selling to the importer. 
We don't want to sell to an agency that can twist the rules to suit 
particular political goals." m Mark Clifford 
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Meat counter: increasing consumption. 


democracy,” says a Western ambassador. 

The MAFF is preparing a long-term re- 
structuring plan for the livestock industry 
which will be released early next year. Ag- 
ronomists reckon that they can raise the 
average herd size and help farmers grow ex- 
pensive, high value-added native beef. 

According to government statistics, 84% 
of the country’s 700,000 cattle farmers have 
only one or two animals, and the average 
herd size is only 2.3. In the entire country 
there are only 17 farms with more than 500 
head. Farmers keep animals partly for senti- 
mental reasons, but even today much of the 
family’s equity is tied up in the one or two 
head of cattle which are kept by the house. 
Cattle are still slaughtered to finance a son's 
education or a daughter's wedding. 

By 2000, the MAFF hopes to raise the aver- 
age herd size to more than five. Govern- 
ment officials also figure that per capita beef 
consumption will double from the current 
annual level of 3.3 kg which should allow 
them to increase imports while at the same 
time prevent the domestic industry from 
being decimated. 

Huh Shin Haeng, vice-president of the 
Korea Rural Economic Institute, says that in 
addition to raising high quality native beef, 
South Korean farmers will have to learn to 
exploit the country's comparative advantage 
in small animals, such as swine, chickens, 
mink, duck and rabbit. "We must adjust, or 
we cannot survive," he says. Unlike his col- 
leagues at the Econnomic Planning Board, 
Huh thinks that much of South Korean ag- 
riculture has a bright future, largely as a mar- 
ket garden for Japan. 

Rather than fighting change, though, 
South Korea's farmers might find it makes 
more sense to embrace it. The government 
says it will help restructure the rural sector 
by spending Won 16 trillion (US$88.24 bil- 
lion) during 1988-92. Whether that money is 
used simply for subsidies or for fundamen- 
tal adaptation will be the key for South 
Korea's agricultural prospects for the 1990s 
and beyond. а 
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PROJECTS 


Nagoya lobbies for major projects spending 


Toyota-town plans 








By Charles Smith in Tokyo 
oshiki Kaifu’s surprise elevation to 
| Japan’s premiership in August 1989 
may not only have helped the ruling 
Liberal Democratic Party to make a fresh 
start. Kaifu is also expected to do wonders 
for Nagoya — the rather boring industrial 
city facing the Pacific two-thirds of the way 
from Tokyo to Osaka — one of whose con- 
stituencies he represents in the Diet. 

Famous as the home of Toyota, Јарап'5 
number one motor manufacturer, Nagoya 
forms the heart of Aichi prefecture, an area 
which tops Japan’s 47 prefectures in the 
value of its industrial production. Aichi's 
strengths as a metal-bashing centre (the pre- 
fecture also dominates aircraft production 
with a 70% share of total output, and is 
strong in ceramics) have, however, began to 
look like liabilities since yen revaluation 
placed a question mark over the future of Ja- 
panese exporters. 

This explains why the prefectural gov- 
ernment has been wracking its brains for a 
development strategy to help Nagoya 
counter the magnetic attractions of Tokyo as 
Japan's financial and information centre. 

The plan that Aichi's popular governor, 
Reiji Suzuki, came up with in 1988 calls for 
about #10 trillion (US$42 billion) to be spent 
over the next 15-20 years on building three 
massive projects: a new airport on an artifi- 
cial island; a second high speed motorway 
to Tokyo, duplicating the existing, over- 
crowded, Tomei Expressway; and a 500 km 
per hour Maglev (magnetic levitation) rail- 
way which would bring Tokyo within a 40- 
minute ride, instead of two hours by the 
existing super-express Shinkansen line. 

The point of all these projects, according 
to Suzuki, is to help Nagoya take its place as 
the central link in the 500-km urbanised belt 
stretching from Tokyo to Osaka, which 
economists see replacing Tokyo as an "ex- 
tended" national capital. 

But not everyone outside Nagoya sees 
things in quite the same way. Business lead- 
ers in the Kansai region surrounding Osaka 
take a dim of view of Nagoya's airport pro- 
ject, which they see as a threat to the new 
Kansai international airport, also built on an 
artificial island and due to open in 1992. 

Tokyo's own problem-ridden Narita air- 
port is another possible victim of Nagoya's 
expansion plans. With only one runway, a 
ban on night flights and an inconvenient 70- 
minute bus journey into town, Narita is 
badly overstretched and notoriously incon- 
venient. A new Nagoya airport linked to 
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Tokyo by Maglev could become the natural 
gateway to the capital — if it ever gets built. 

Nagoya's attempts to push what Suzuki 
calls his San-ten Set (Three-point set) seemed 
to be making slow progress until late 1988. 
One problem was a lack of interest by air- 
lines in flying into Nagoya, except on short 
regional flights. Another was that Aichi and 
its two neighbouring prefectures, Gifu and 
Mie, could not agree on the site for an air- 
port which all three would be willing to sup- 
port financially. 

But now things seem to be changing, 
and the choice in December 1988 of To- 
koname off the southeast coast of Ise Bay 
put an end to squabbling about airport loca- 
tion. 

Meanwhile, international airlines, which 
formerly only wanted to fly to Tokyo, seém 
to be discovering Nagoya. The latest US- 








Kaifu: Nagoya expects. 


Japan air agreement includes seven new 
transpacific flights weekly by each country, 
which would fly from centres other than 
Tokyo or Osaka — and it is said that this in- 
dicates that several big US airlines want to 
use Nagoya as a hub for Asian regional ser- 
vices. 

The Ministry of Transport (MOT), which 
decides airport construction policy, has not 
yet commented on Nagoya’s detailed air- 
port proposals. But Aichi prefecture plan- 
ners say there is an excellent chance that the 
ministry will include Nagoya in its sixth five- 
year airport building plan, covering the 
years 1995-2000. The fact that the prime 
minister comes from Aichi is not expected to 
be a hindrance. 

Observers note that the MoT decided to 
build a high speed rail link to Morioka, the 
capital of Iwate in northeast Honshu, during 
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the premiership of Zenko Suzuki, an Iwate 
man. Former prime minister Kakuei Tanaka 
also left his mark on the МОТ 5 railway build- 
ing programme — it was during his pre- 
miership in 1972-74 that the government de- 
cided to build a super-express link across the 
mountainous spine of central Honshu to the 
rather backward prefecture of Niigata where 
Tanaka was born and bred. 

Nagoya planners admit that the Maglev 
rail link from Tokyo to Nagoya would cost 
far more than a new international airport — 
perhaps as much as ¥5 trillion (compared 
with the airport's ¥1 trillion budget). But a 
Maglev link would make far more sense 
than simply building a second conventional 
high speed rail link, a project which has al- 
ready been included in long-term construc- 
tion plans. The final item in Suzuku's san-ten 
set, a second Tokyo-Nagoya expressway, 
has already received central government 
blessing. 


If Nagoya gets its three projects, as now 
seems possible, the region will try to sell it- 
self to the outside world as the "manufactur- 
ing technology centre" of Japan — in con- 
trast with Tokyo, which will remain the 
country's financial and information centre, 
and the Kansai area, which Nagoya leaders 
rather vaguely label a centre of "economy 
and culture." 

Nagoya's weak point as far as self-pro- 
motion goes is Toyota — the region's one 
giant company and the customer for many 
of its larger and medium-sized engineering 
firms. Toyota does not seem too interested 
— its concerns are global, rather than re- 
gional, one source told the REVIEW. After all, 
Aichi's future is more likely to be determined 
by what happens to Toyota than vice versa. 

A big Nagoya-based company which 
does care about the region is Tokai Bank, the 
sixth-largest of the 13 nationally active city 
banks. Tokai Bank has 250 branches nation- 
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US attacks collusive bidding for building contracts 


Last dango in Tokvo 





By Susumu Awanohara in Washington 


# 2190, or collusive bidding for con- 
D struction contracts, has become the 

focus for US attacks on Japanese 
“structural impediments” to free trade in 
services. On 22 November, US Trade Repre- 
sentative (USTR) Carla Hills cited dango as one 
of a number of “unreasonable” Japanese 
practices. She wants further concessions 
from Tokyo, but recommended that no re- 
taliation should be taken just yet. 

On the same day, the US Justice Depart- 
ment collected ¥4.7 billion (US$32.7 million) 
in out-of-court damages from Japanese con- 
struction companies which had practised 
dango on projects at a US naval base in Japan 
during 1984-87. 

Hills’ report was mandated by the 
Omnibus Trade and Competitiveness Act of 
August 1988, which demanded a year of for- 
mal investigation, starting November 1988, 
into Japanese Government procurement 
practices to decide whether the US should 
retaliate. The investigation was launched 
despite an agreement in May 1988 by the US 
and Japan that more transparent procure- 
ment procedures would be adopted for 14 
major projects. 

Hills’ report alleged that the Japanese 
Government did too little to deter dango. The 
Japanese Government was also alleged to 
limit competition by adopting a designated 
bidder system; exclude foreign firms from 
public projects unless they have prior Japan- 
ese experience (except in the case of 14 pro- 











jects covered by the May 1988 agreement); 
and discriminate against US firms when 
providing project information. Neverthe- 
less, agreements by the Japanese Govern- 
ment to take further measures to discourage 
dango and provide more information about 
forthcoming projects were enough to stave 
off retaliation, at least for the time being, 
Hills concluded. She listed a series of addi- 
tional improvements Japanese officials had 
supposedly promised verbally in early Nov- 
ember and in writing in mid-November. 
She also acknowledged that in the past year 
US firms have met with more success in 


Hills: considering retaliation. 


FAR EASTERN ECONOMIC REVIEW 


> 
^n 
т 


wide, 100 of which аге in Aichi prefecture, 
representing almost half the prefecture’s 
total of 217 city bank branches. The bank 
says that a large majority of the companies 
which regard it as their “main bank” are 
based in Nagoya. Unlike Osaka-based com- 
panies, most of these have no plans to move 
their headquarters to Tokyo. 

Tokai Bank’s domestic loans and de- 
posits obviously stand to benefit if the 
Nagoya area starts overhauling other highly 
developed regions, such as Kansai. To some 
extent this already seems to be happening. 
While Kansai land prices are said to be 
stabilising after a burst of growth in 1988, 
Nagoya land prices appears to be taking off 
on a rather belated increase. While splendid 
news for locally based companies with big 
land holdings, this could, ironically, make it 
harder for the government to buy the land 
needed to carry out Governor Suzuki's three 
projects. я 


winning architectural, engineering as well 
as construction contracts in Japan. 

Hills attributed Japan’s market opening 
to “firm and measured negotiations” and 
warned that if Japanese implementation of 
its commitments falters, the decision on 
retaliation will be reconsidered. Sen. Frank 
Murkowski, a frequent critic of Japanese 
construction practices, supported Hills’ de- 
cision not to retaliate, but warned that un- 
less further progress was made he would 
lobby to have Japanese companies excluded 
from US Government contracts. Japanese 
companies do some US$2-3 billion of con- 
struction work in the US annually, mostly 
for Japanese-owned companies. 

Hills’ decision coincided with a ¥4.7 bil- 
lion settlement of a dango dispute between 
the US Justice Department and a group of 
140 Japanese construction companies 
headed by Taisei Corp. These companies 
had earlier been charged by the increasingly 
active Japanese Fair Trade Commission for 
having engaged in dango during 1984-87 ona 
number of projects at the Yokosuka US 
Naval Base. Of the 140 companies, 70 were 
fined а total of about #300 million by the 
commission. 

Much to the Japanese companies’ sur- 
prise and dismay, the US Justice Depart- 
ment was not placated. In September, it 
hired a Tokyo law firm, threatened to sue 
the 140 companies both in Japan and the US, 
bar them from future work for the US Gov- 
ernment and demanded US$35 million in 
damages. The companies’ initial response 
was an angry refusal to pay anything. How- 
ever, in the end, 99 companies stumped up 
Ұ4.7 billion. 

The Japanese companies’ main motiva- 
tion in paying the damages appears to have 
been to avoid a US trial. Clearly they were 
more eager to avoid the public scrutiny of 
dango than to give up a practice which they 
feel has served them well. ж 
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aybe the Thai Government's at- 
titude is right. If everyone stop- 
ped talking about Thailand's in- 
flation, maybe the rapidly grow- 
ing country would just grow out of it. The 
| government is probably right, too, to point 


_ over the next couple of months, as the new 
| harvests come to market. And this, in turn, 
should eventually lead to lower feed and 
| livestock prices. So why let nervous souls 
talk the country out of the fast track of 
. growth? 

But the fact is that everyone is talking 
about inflation, not just a few crusty 
economists from the civil service and 
academia. And that includes foreign direct 
and portfolio investors, who are wondering 
if Thailand is going to run into the same type 
of overheating which hit China last year. 
Moreover, even if food prices take a sea- 
sonal dip between now and March, the gov- 
ernment is still going to have to get out of the 
hole it dug for itself when it cut oil prices a 
year ago by providing a subsidy through the 
Oil Price Stabilisation Fund. On one level it 
has all been a great success — at 30 US cents 
a litre, Thailand's petrol is some of the 
cheapest in Asia. But on the other hand, the 
fund is nearly bankrupt, and there are no 
signs that international prices are about to 
fall. So Bangkok must either find new funds 
for the subsidy, or raise local prices. More 
expensive petrol is not going to go down 


ме with the populace. 


So far, government policy, led by Fi- 
nance Minister Pramual Sabhavasu, has 


| been to avoid doing anything that might 


‘slow the economy. Although for a while this 


endeared both him and his party, Chart 
Thai, to the business community, it has in- 
creasingly estranged him from the "overly 
conservative" economists staffing his minis- 


Proposals for a tighter investment policy, 


~ | higher lending rates and greater central 
bank flexibility in soaking up excess cash 


have all been shunted aside. The result has 


| been a flood of cheap money into specula- 
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tive property and securities markets. 
Skyrocketing land prices should have the 
government worried. But perversely, they 
seem more concerned about the sharp climb 
of the Bangkok bourse in November. For 
a second time, Pramual has resorted to 
suggesting publicly that a capital gains tax is 
in the offing. It did not help his image that a 
couple of days later he admitted he was just 
trying to talk the market down and give for- 


p. eign short-term speculators a jolt. 
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Pramual is trying to get rid of the 
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out that rice and maize prices should fall. 





INVISIBLE HAND 
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Pramual feels the heat 


symptom, rapidly rising asset markets, 
without addressing the cause — too much 
money sloshing around the system. Afraid 
to take measures which might cut a cou- 
ple of percentage points off GDP growth, 
Pramual nevertheless is anxious to discour- 
age an overheated stockmarket. It is a per- 
verse policy stance. But Pramual has a 
known aversion to anything that would in- 
crease banks' margins — perhaps because 
he has a shrewd idea about how rural voters 
would feel about high lending rates. 

But in the end, if higher interest rates do 
not hit the rural voters, accelerating inflation 
certainly will — and hard too. Rice prices are 
likely to remain relatively high for the next 
year, whatever GDP growth is. That is good 
news in the short term for rice farmers, but 
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inflation will quickly erode any gains they 
make. 

And while Pramual is trying to scare 
away short-term East Asian fast cash with 
his capital gains threat, he should bear in 
mind that if he lets inflation get out of con- 
trol, he will also drive away the foreign in- 
vestors Thailand likes — portfolio investors 
who are in it for the long haul. 

и Paul Handley 


Confident that it remains a leading in- 
ternational financial centre, London is 
nevertheless looking over its shoulder with 
unease at Tokyo's banking challenge. There 
are threats looming on other fronts, too. 

The Bank of England, in a survey com- 
paring London with rival centres in a 14- 
year period ending 30 June, found that Lon- 
don held its strong position as a banking 
centre. Butthe survey proved whateveryone 
knew — that London has been challenged 
in recent years, especially by Tokyo. 
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As a result, the Bank оѓ. 
London cannot afford to be. 
about its future as an internatio 
centre. The bank points out tha 
global financial deregulation, Lor 
ready itself for the impact of the 
single market in goods and services. 

London’s share of outstanding interna- 
tional banking business fell to 20.5% in t 
second quarter of 1989 from 27% in 1980. Ir 
the same period, Japan's share grew to | 
20.5% from 5%, while that of the US дес. 
clined to 10% from 13,5%. 

Tokyo's share is based heavily on кеші | | 
currency business with Japanese residents. 
But even excluding these transactions, 
Tokyo's portion of outstanding cross-border 
banking business at the beginning of this | 
year had grown to 16%, compared with: Me d 
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> for London. 


London is the largest centre for ен E 
banks’ international business outside Japan; |. 
with some 26% of Japanese banks’ interna- |. 
tional assets booked in London at theend of. | 
1988. At that time, the Japanese share of all. |. 
international lending out of London Вай |. 
grown to 36%, up sharply from 13% in 1975. |. 

While the position of Japanese banks in |. 
London has waxed greatly, that of US banks | 
has waned proportionately. Their share of | 
total international lending out of London de | 
clined to 13% from 38% between 1975-89, | 
partly reflecting retrenchment after the 1982 — 
international banking crisis. British banks | 
share of international business slipped from | | 
22% to 17%. | | 

In other spheres, London appears to be 
doing better. It remains the largest foreign | 
exchange market by a significant margin, 
and it issues the bulk of Eurodollr 
Euroyen, Canadian-dollar and Australian | з 
dollar Eurobonds. E 

Further, three-quarters of secor 
market turnover in Eurodollar bonds occurs 
in London (largely because Eurobond 
not be sold into the US before the en 
90-day “seasoning” period). ы 

In fund management, not ev 
of England can come up with a 
total funds under management. Th 
says, however, that London remains a | 
market, given that British imstitutions 
vestors had assets of almost US$450 Е 
at the end of 1987. 

The same EE be saia for the і 
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TRADE 2 


Cairns Group finalises Gatt negotiating stance 


Flexible response 








By Paul Handley in Bangkok 
Г. was mostly smooth sailing for the 





Cairns Group at its 21-23 November 

meeting in Chiang Mai, Thailand. As 
expected, members pushed through their 
10-year plan to liberalise agricultural trade. 

The plan embodies the group’s negotiat- 
ing strategy for the Decem- | 
ber Gatt meeting in Geneva. 
Major elements of the group's 
stance were already in place for 
initialling before the meeting in 
Thailand, but some minor dis- 
agreements had to be ironed 
out. 

The area of disputes, such as 
Canada's insistence to protect its 
dairy industry, are likely to be- 
come uncovered when Gatt 
negotiators get down to busi- 
ness in December. 

Canada has held its ground 
on protecting its dairy industry, 
with Canadian officials arguing 
that the protection against im- 
ports is offset by the country's 
tight limitation on domestic 


capacity. 


Nonetheless, Cairns officials say the 
group's bargaining strength at the Gatt 
meeting will be helped by its flexible posi- 
tion, particularly when compared with the 
hardline US proposals on opening up ag- 
ricultural trade. 

Under its plan, the Caims Group pro- 
poses to freeze and subsequently phase out 
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Coffee plants instead of opium: protected. 





TRADE 3 


EC, US push for tough anti-dumping measures 


Pressure points 


By Frances Williams in Geneva 

ith only a year to go before the 
W Uruguay Round of multilateral 
trade talks end, a consensus on a 
new Gatt anti-dumping code looks as far 
away as ever. 

The US and the EC are determined 
to push for tougher, more extensive mea- 
sures on the dumping of imports as well 
as stringent guidelines to make it more dif- 
ficult for companies to dodge anti-dumping 
duties. 

Major exporting countries led by Japan, 
Hongkong and South Korea, however, 
want rules tightened to prevent abuse by 
importing countries. These countries say 
anti-dumping measures are used as a form 
of protectionism. 

The US has compounded the debate by 
introducing a hard-hitting proposal devot- 
ed almost entirely to circumvention. US 





negotiator Eric Garfinkel says Washington 
wants the anti-dumping code strengthened 
to reflect current manufacturing practices. 

Products are increasingly manufactur- 
ed in two or more places and assembled 
in another location before being shipped 
to a destination for sale or export. Garfinkel 
says it is easy for companies that manufac- 
ture in this manner to dodge anti-dumping 
action. 

The present anti-dumping code, ne- 
gotiated in 1979, does not mention circum- 
vention. In 1987, when the EC imposed anti- 
dumping duties on electronic typewrit- 
ers, scales, photocopiers and other products 
assembled in Japanese screwdriver plants in 
Europe, it justified the action by invoking a 
general clause in Gatt that allows countries 
to take legal action to prevent evasion of im- 
posed measures. 

A Gatt disputes panel established last 
year is examining Japan's complaint that the 
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export subsidies, crop-support mechanisms 
and measures used to protect markets 
against imports. 

These measures will hit not only agricul- 
tural exporters and big subsidisers such as 
Japan and EC states but its own members as 
well. 

The group, however, softened its stance 
towards its own member countries. Certain 
farmer-income supports and investment in 
infrastructure are generally allowed under 
the plan. It also singled out Thailand's need 
to continue subsidising crops in opium- 
growing regions. 

Under a strong Brazil-led lobby, develop- 
ing countries will be allowed to protect 
themselves from imports. 
The protection would cover, for 
instance, Indonesia's continu- 
ing efforts to maintain rice self- 
sufficiency and general food 
security through supports that 
leave prices above those for im- 
ports. 

This position, however, may 
come back to haunt the group 
since Japan has long used 
such an argument to ration- 
alise its own protection of farm- 
ers. 

Cairns Group members 
include Argentina, Australia, 
Brazil, Canada, Chile, Colom- 
bia, Fiji, Hungary, Indonesia, 
Malaysia, New Zealand, the 
Philippines, Thailand апа 
Uruguay. = 


EC move is illegal. The EC has subsequently 
changed its rules of origin to catch photo- 
copiers assembled by the Japanese company 
Ricoh in the US and exported to Europe. 

The US proposal covers these types of 
circumvention together with slight modifi- 
cations of products to avoid anti-dumping 
duties. The Bush administration also wants 
accelerated procedures to determine dump- 
ing for products of companies already ship- 
ping similar dumped products as well as 
measures to be taken against repeated cor- 
porate offenders. 

Reactions from Asian countries to the US 
proposal so far have been cautious. 

Hongkong negotiator Angelina Yang 
says Washington has lost sight of the basic 
principles of the Gatt anti-dumping code; 
that state countries must prove dumping, 
injury to domestic producers and a link be- 
tween the two. Under the US proposal, 
Yang points out, products assembled in a 
third country could be deemed to be like 
products subject to the same anti-dumping 
duties as products imported from the pro- 
ducer without any separate dumping inves- 
tigation. 

Japanese officials, arguing that existing 
Gatt rules are adequate, say circumvention 
rules may not be needed. % 
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Regional hubs, Pacific rims 


ү he three-spoke bicycle wheel, be- 
lieved to be the fastest ever made, 
was designed at a cost of more than 
US$1 million and with the help of 
. aerospace engineers and a supercomputer. 
< Crafted from kevlar and carbon fibre, the 
^ wheel was hailed as a significant break- 
- through in technology by bike enthusiasts 
< When it was introduced last month by a 
| company called Specialized at a California 
_ каде fair. 
2222 Тһе new wheel is the latest in a series of 
innovations that have revolutionised the 
_ bicycle business in the past decade. At the 
heart of the drive to revamp bicycle technol- 
ogy is the mountain bike. 

The revolution began in the late 1970s in 
California’s Marin County, just past the 
Golden Gate Bridge in San Francisco. In an 
effort to make their fat-tyred newspaper-de- 
livery bikes easier to ride on hillside trails, 
young enthusiasts began making radical 
changes. 

Bicycle companies caught on quickly 
to the trail-riding trend and the modifi- 
cations being made to the classic bike 
design, which was first produced by 
Ignaz Schwinn in 1933. Soon, bikes 
with knobbly tyres that could hold 
up to four times as much air as ordinary 
tyres, oversize frame tubing for ab- 

· sorbing shock and wider handlebars 
* for better balance were being 
produced in factories and 
not just in small bike shops 
and garages. 
с. Today, mountain bikes 
| аге the hottest segment 
| of the US$3 billion bicycle 
| market in the US, account- 
ing for almost 50% of sales. 
Specialized, formed in 1981 
to produce mountain bikes, 
expects sales of its bicycles and 
accessories to reach US$80 million this 
year. 
A significant point about today’s moun- 
| tain bikes is that they are easy-to-use as well 
_ as light. A typical bike, for example, has 21 
Bears. 
| The gear lever i is mounted on the hand- 
 lebar, making it easier to reach. Groping 
-around the groin — as on a conventional 
andlebar 10-speed bicycle — when 
changing gears is a thing of the past. 
| "Positioning the gear lever on the handle- 
Баг was the idea of two Japanese compo- 
ent makers: Shimano and Sun Tour. 
| Shimano also introduced index shifting, a 
_ clicking action during gear changes that 
tes огаш of gear position. 
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To address the problem of a rider hav- 
ing to change his position when shifting 
gears, Shimano and Sun Tour are offering a 
further refinement for their 1990 mountain 
bikes. 

The bikes will have two gear levers 
positioned under the handlebars, taking ad- 
vantage of the thumb's gripping position. 
Both levers will be activated by pushing in 
the same direction, but one will be for shift- 
ing up, while the other will be for shifting 
down. 

Shimano and Sun Tour owe their success 
in the US largely to their familiarity with the 
market. Both companies maintain large 
staffs at US subsidiaries that work closely 
with clients such as Specialized. 

The Japanese companies also listen care- 
fully to the complaints of racers and are will- 
ing to experiment with sound design ideas. 
This willingness to experiment has given 
them an edge over European companies, 
which have been slow to realise the implica- 
tions of the mountain bike revolution in the 
US. 

Not only have European companies 














Bridgestone's aerodynamic frame. 


missed the boat as the mountain bike boom 
spreads to Europe, they also face a new 
threat as Shimano and Sun Tour attempt to 
apply the same ease-of-use principles to 
road-racing bikes. 

Although some Japanese component 
makers are riding high on the mountain bike 
boom, the rest of the Japanese bicycle indus- 
try is in the doldrums. The stronger yen has 
hurt exports of Japanese-made bicycles be- 
cause of their higher costs overseas. Today, 
bicycle assembly for the US and Europe 
makers is centred in Taiwan, dominated by 
such aggressive new makers as Giant, 
Merida and Fairy. 




















































As a result, Japanese PAY le 
concentrating on the dor 
whereas in the US and 
den mostly for fun, bikes 
items in Japan, especially for mothe 
ing young children to and from s 
transporting daily groceries. 

The vast majority of the 7-8 million. 
sold in Japan each year are of the venera 
sit-up-and-beg variety that are known i 
cally as “city cycles.” But beneath thisconse 
vative veneer, Japanese makers still f 
room for making 2. 

Bridgestone, the country’s largest су 
manufacturer with about 15% of the domes- 
tic market, has recently been responsible fo | 
a series of useful innovations. E 

Most notable of the company's improv 
ments from a clothes-conscious housewie' s 
point of view has been the replacement of | 
oily chains with rubber belts. To avoid the 
belt becoming distended, the company dese 
signed a gearing system built into the hub |. 
that slackens the belt when pedal pressure is 
released. 

Another Bridgestone improvement is 
ceramic-coated wheel rims. On rainy | 
days, brake blocks have a discon- | 
certing tendency to hydroplane. A 
rougher rim surface allows brake | 
blocks to grip better. | 

Most bicycle frames are made from 
steel because lighter materials | 
such as aluminium are die 
ficult to process. Welding is. | 

a particular nuisance. To | 
get around the problem, | 

Bridgestone developed an | 

adhesive strong enough to. 
glue aluminium frame 








3NOISJOUHUS 


eis Neve ар e esu uu e A 


together. E 
For upscale models, bike 
makers offer  lighitwei r 


frames made from carbon-fil 
doth wrapped around alumini 
tubes. To reduce weight fürth 
manufacturers are employing new 
techniques such as injection moulding to to: 
make one-piece frames. Last year, Bridges- 
tone introduced a computer-designed 
cle weighing only 9 kg, which is 
enough to hold in one hand. This year, M 
sushita, Japan's No. 2 bicycle maker, | 
gone one better with a 7. 5-р model. 
For an improvement in domestic bu 
ness, however, Japanese cory 
ning their hopes on mountat 
which have tripled in the pas 
out that fat tyres are as 
bumpy streets in Japan as th 
side trails in the US. a 
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Hongkong, Singapore market rivalry intensifies 


Race for second place 


By N. Balakrishnan in Hongkong 








ongkong and Singapore have long 
been economic rivals, perhaps be- 
cause they have more in common 
than people in either place care to admit. 
Now that neither are considered choice loca- 
tions for siting low-cost manufacturing, the 
rivalry has turned into a fight to become 
Asia's leading financial centre after Tokyo. 
The perception is that Hongkong is 
ahead but Singapore is catching up. The 
wild card is the transfer of Hong- 
kong's sovereignty to China in 1997, 
and whether it will lead to financial 
Hongkong withering away, main- 
taining the status quo, or even 
strengthening as the political uncer- 
tainty hanging over the territory is 
lifted. 


Singapore partisans insist com- 
munist restrictions will kill Hong- 
kong as a financial centre after 1997. 
Hongkong's champions argue that 
controls already imposed by the Sin- 
gapore Government — on every- 
thing from the "quality" of financial 
advice to whether one can speculate with 
the Singapore dollar — make it unlikely that 
Singapore can ever replace the free-wheel- 
ing Hongkong of today. 

Of course, Singapore faces its own politi- 
cal uncertainties — after all it is a young 
country that has been ruled by the same 
prime minister, Lee Kuan Yew, since inde- 
pendence in 1965. Nevertheless, the finan- 
cial industry sees it as ultra-stable and pro- 
fessional risk evaluators award it a rating 
only slightly below that of Switzerland. 

As one fund manager put it: "We know 
that the press is controlled in Singapore but 
we can live with press controls. We can't live 
with exchange controls, however. The com- 
munists may impose both exchange and 
press controls when they take over in Hong- 
kong." 

Weighing the present strengths of each 
financial centre, Singapore comes out on top 
with a bigger foreign-exchange market, a 
much healthier financial futures exchange 
and a banking system which, though small- 
er than Hongkong's, has at least avoided 
bankruptcies for the past two decades. In 
addition, more Asian dollar bonds are is- 
sued from Singapore than Hongkong 
(though this is a relatively small market). 

Singapore also has an active market in 
rubber and a spot and futures market in oil 
— a result of its proximity to commodity 
producers. Hongkong, on the other hand, is 
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the region’s pre-eminent gold market — 
negligible amounts of bullion are traded in 
Singapore, despite a (largely dormant) gold 
futures contract listed on the Singapore In- 
ternational Monetary Exchange (Simex). 
Hongkong clearly leads in fund manage- 
ment. It also has a bigger, less restrictive and 
more innovative banking sector. On the 
other hand it has been plagued more by 
fraud and bankruptcies. Hongkong leads in 
loan syndication, but the recent slowdown 
in lending to China and a simultaneous in- 
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crease in lending to Southeast Asian cor- 
porate customers through Singapore has 
eroded this lead. Bankers say that legal and 
other support services for packaging syndi- 
cated loans are better in Hongkong, with its 
many international law firms and consul- 
tants. 

Until the Malaysian Government de- 
cided to delist Malaysian companies from 
the Stock Exchange of Singapore (SES), it 
looked as if it had healthier growth pros- 
pects than the Stock Exchange of Hong- 
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kong, but now both have, at least temporari- 
ly, declining volumes and liquidity. 

The rivalry between Hongkong and Sin- 
gapore are rooted in their similarities, some 
of which are striking — both are city states 
dominated by the Chinese but ruled by 
British-style bureaucracies, and both have 
similar economies. 

The cities are also similar in ways which 
favour the development of capital markets. 
Each city is heavily dependent on trade, 
which is about three times the size of its GDP, 
though Hongkong’s GDP at US$54.8 billion 
in 1988 was more than twice that of Singa- 
pore. Both have high savings rates, rela- 
tively youthful populations and low taxes 
which attract foreign-capital flows and en- 
sure high economic growth despite small 
domestic markets. These factors allow the 
cities to maintain balanced budgets and 
keep taxes low, though Singapore’s taxes, 
especially for those with large in- 
comes, are higher. 

The trade patterns are also similar 
— the US is the most important 
trading partner as well as the lar- 
gest foreign investor in both cities. 
This creates a US dollar link which 
benefits financial sectors of both 
cities. The Hongkong dollar is peg- 
ged to the US dollar while Singa- 
pore’s managed currency tracks the 
US dollar. 

Both the cities are even in the 
same time zone — Singapore ad- 
justed its time in 1982 to be in the 
same zone as Hongkong. 


L abour costs in both Hongkong and 


2 
= 
© 
о 
x 
© 
2 
о 


Singapore, which have а per capita 

income of US$9,503 and US$9,044 те- 
spectively, have now risen to too high a level 
to support the low-cost manufacturing 
which gave the two cities’ economies their 
start. Manufacturing that used to be done in 
Hongkong is increasingly shifting to south- 
ern China and other places in the region. 
Singapore’s manufacturing operations are 
increasingly shifting to Malaysia and other 
Asean countries. Service industries now 
make up 70% of both Hongkong and Singa- 
pore’s GDP and provide the bulk of jobs. 

Given the basic similarities of their 
economies and economic situations, the 
city-states’ relative prospects as financial 
centres will be determined by: the cost of 
doing business, induding taxes; the 
strength of their infrastructure, which in- 
cludes everything from ports to telecom- 
munications and human resources; and in- 
tangible qualities such as entrepreneurship 
and "business culture." 

At present, Singapore undoubtedly has 
the edge as far as costs are concerned. The 
main costs for the financial sector, business 
district rentals and executive wages, includ- 
ing contributions to the compulsory Central 
Provident Fund (CPF) in Singapore's case, 
are lower in Singapore by about 20-3076 
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compared to Hongkong. In June, prime of- 
fice space was renting at about US$1,100 a 
me? a year in Hongkong whereas rents in 
Singapore were only US$410 а m? — 
cheaper even than Sydney. 

Industry sources say that a secretary with 
a good working knowledge of English can 
be hired in Singapore for about $$1,200 
(US$615) a month (including the employer's 
CPF contribution), but a secretary with the 
same high level of English fluency cannot 
be hired for less than about HK$12,000 
(US$1,540) in Hongkong. The situation is 
the reverse at the executive level with a local 
middle-level executive in the financial sector 
in Singapore costing about S$6,000 a month 
(including CPF costs) and HK$20,000 in 
Hongkong. 

However, the situation is not static — 
Singapore’s rentals and wages are rising 
smartly and are expected to continue rising 
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through 1990 and beyond. Hongkong’s 
rents and wages stabilised in late 1989, and 
many in the financial sector expect them to 
move lower soon so that a convergence of 
Hongkong and Singapore's costs сап be ex- 
pected in the next few years. 

When it comes to physical infrastructure, 
Hongkong and Singapore have roughly the 
same level of provision.. However, Hong- 
kong authorities’ own studies show they 
have waited too long to build a new airport 
and some other facilities to keep pace with 
expected demand growth, so the territory 
may be at a disadvantage in this respect in 
the next few years. Singapore, on the other 
hand, constructs its infrastructure ahead of 
demand. So while Hongkong’s new airport 
will not be ready until early 1997, Singa- 
pore's airport will probably have a fourth air 
terminal by then. 

Similar forward thinking also means that 
Singapore has overtaken Hongkong as the 
biggest container port in this region. Esti- 
mated throughput in Singapore this year, at 
4.2 million TEUs, is ahead of Hongkong’s es- 
timate of 4.17 million TEUs). This reactive ap- 
proach to development of transport facilities 
may affect the future growth of Hongkong's 
trade — which, along with financial ser- 
vices, is the engine of economic growth. 

Singaporeans also speak better English, 
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the language of international financial mar- 
kets. This is particularly important in the 
case of lower-level staff such as clerks and re- 
ceptionists, who if they are fluent in English, 
command almost as much salary in Hong- 
kong as junior executives do in Singapore. 

But if one looks at broader educational 
levels, Hongkong actually comes out ahead 
of Singapore. Although the educational 
levels of both Hongkong and Singapore are 
significantly lower than that of Taiwan or 
South Korea, Hongkong’s workforce has a 
higer schooling level of 8.8 years compared 
with Singapore's six years. | 

At present, only about 12% of the popu- 
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Central Hongkong: innovative. 


lation in Hongkong and Singapore receive 
tertiary education locally, compared with 
32% in South Korea (though large numbers 
of students from both cities go abroad for 
study). Even in Thailand the figure is about 
20%. Recent announcements by the Hong- 
kong Government that it intends to increase 
drastically the number of tertiary institu- 
tions, combined with the opening of the 
Open Learning Institute for adults, means 
that Hongkong's supply of graduates is set 
to rise sharply. However, given the shortage 
of teachers the quality of those produced 
may be lower than desirable. 

Despite Hongkong's much-reported 
brain drain, the gap in the number of 
graduates available may actually widen in 
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favour of Hongkong in the future. For Sin- 
gapore also has a brain-drain problem which 
rivals that of Hongkong on a per capita 
basis. About 40,000 people are believed to 
have emigrated from Hongkong in 1988, 
whereas the number from Singapore is 
given as 4700 families. Assuming four 
members per family, Singapore's emi- 
gration rate works out to be roughly the 
same as that of Hongkong on a per capita 
basis. 

While industry professionals prefer 
either Hongkong or Singapore for their own 
reasons, no major financial institution has 
chosen to locate in Hongkong only and ig- 
nore Singapore or vice versa. The case of 
Chase Manhattan Bank, which is keeping 
most of its fund-management activities and 
regional headquarters in Hongkong, while 
relocating most of its backroom activities to 
Singapore, where English-literate clerical 
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staff are easier and cheaper to hire, is typical 
of the way institutions straddle both cities. 

Obviously both cities meet certain needs. 
While some fund managers and those offer- 
ing financial products that are very innova- 
tive prefer Hongkong for its hands-off reg- 
ulatory approach, institutions such as the 
central banks of Southeast Asia prefer the 
heavily regulated atmosphere of Singapore, 
where they know that a quasi central bankis 
in charge. And heavy central bank trading 
has helped Singapore's foreign-exchange 
market overtake a Hongkong market de- 
pendent on commercial demand. 

During the 1984 confidence crisis in 
Hongkong, Lee said that should Hongkong 
collapse it would bode ill for Singapore. Ear- 
lier this year Singapore's Minister of State for 
Foreign Affairs George Yeo described the 
two cities as "switching centres" for trade 
and economic growth in Asia and labelled 
them equally important. 

Just as the different, but complementary 
cities of New York and Chicago, or London 
and Edinburgh coexist in their time zones, 
the free-wheeling Hongkong and the regu- 
lated Singapore can flourish together for 
years to come barring political interference 
from China or uncertainty in Singapore after 
the death of Lee. * 
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- Hongkong, Singapore adopt increasingly similar rules 


Converging paths 


ongkong and Singapore sometimes 

both like to claim they are the fourth- 

or fifth-largest financial centres of 
the world, behind only the behemoths of 
New York, Tokyo and London. 

If one measures the standing of financial 
centres by the number of financial institu- 
tions there or on volume of transactions that 
are handled in the foreign-exchange mar- 
kets, then they are indeed in the top league. 
But on grounds such as funds managed lo- 
cally or bonds floated by major corporations 
or governments, both Hongkong and Sin- 
gapore are small fry in the world league. 

The comparative advantage that Hong- 
kong and Singapore have over other Asian 
countries is that since neither really restricts 
theentry of foreign banks or the repatriation 
of capital, they are ideal trading centres for 
financial instruments and currency, as well 
as commodities. But secondary market trad- 
ing in financial instruments is generally a 
low margin, high volume business, and 


both cities have a long way to go before they 


can be classified as major world centres for 
high value-added businesses such as fund 
management and the bond flotation. 

In fact, with major financial centres such 
as Tokyo and New York becoming increas- 
ingly liberal, the relative importance of 
Hongkong and Singapore may actually de- 
cline, since they have traditionally lived on 
their unregulated offshore business. 

Hongkong may at first look to be a free- 
marketeer's dream — after all, it has no for- 
mal central bank and even its currency is is- 
sued by private banks. Conversely, Singa- 
pore may not look that attractive to a foreign 
banker — for example, it has a quasi-central 
bank that fines financial institutions for 
"speculating" on the Singapore dollar. 

But the real situation is more complex, 
and the differences between the two cities 
are more apparent than real. For example, 
the Hongkong dollar is pegged to the US 
dollar, which effectively makes it as impos- 
sible to “speculate” on as Singapore's cur- 
rency — unless one is prepared to gamble 
on the peg being removed. And in suppos- 
edly free-market Hongkong, interest rates 
are still set by a banking cartel, while Singa- 
pore's banks have been free to set them as 
they like for a decade. 

The main factor which distinguishes the 
financial sectors of Singapore from those in 
Hongkong is that there is an "offshore" sec- 
tor in Singapore which is controlled by dif- 
ferent laws and regulations from the domes- 
tic sector. Hongkong has no such distinc- 
tion. Entry into the "offshore" sector, which 


grew out of the Asian Currency Unit in the 
late 1970s, is lightly regulated, and now in- 
volves some US$300 billion in funds. How- 
ever, such banks without a full licence can- 
not operate savings accounts, have more 
than one branch, or take Singapore dollar de- 
posits of less than $$250,000 (US$127,877). 
Consequently, Singapore’s domestic 
banking sector is not affected by the offshore 
market's trading in foreign exchange, for- 
eign bonds, etc. However, foreign banks 
such as the Hongkong Bank and Standard 
Chartered Bank, which already had full 
banking licences in Singapore before the 
country’s independence, have a size and 
presence in the republic which is not even 
remotely matched by that of any Singapore 
bank in Hongkong. Of the 136 commercial 
banks in Singapore in March this year, 13 
were local banks with a full licence, 22 were 
foreign banks with full licence and the 
others had restricted or offshore licences. 
Although Hongkong’s domestic bank- 
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ing sector is open to the foreign banks, it is 
dominated by local giants such as Hong- 
kong Bank and Bank of China, and the rest 
of the pie is not really big enough to give the 
territory's other 151 banks and 251 deposit 
taking companies much of a meal. The re- 
sult is that these foreign institutions in 
Hongkong largely engage in the type of ac- 
tivities practised "offshore" in Singapore. 

Although Singapore is a sovereign coun- 
try and Hongkong a colony, the banking 
sectors of the two cities are equally domi- 
nated by foreign currency transactions. In 
fact, the foreign portion of total loans and 
advances and total deposits is actually 
higher in Singapore than in Hongkong, de- 
spite the former being a sovereign state. Yet 
there remains a widespread feeling among 
financial professionals that Singapore is 
more restrictive and interventionist. 
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This might have something to do with 
the other main difference between Hong- 
kong and Singapore — their tax structures. 
Unlike Hongkong, Singapore has a com- 
plex tax structure which compensates for 
its high nominal rates by granting a plethora 
of tax exemptions and shelters to promote 
various types of financial industries and so- 
cial goals. A straight comparison between 
Singapore's top nominal corporate tax rate 
of 32% and Hongkong's 16.5% is therefore 
misleading. 

In the financial industry for example, 
profits made from futures trading at the Sin- 
gapore International Monetary Exchange 
(Simex) and profits from the offshore Asian 
Currency Unit transactions are taxed at con- 
cessionary rates of about 10%. And fees 
from offshore syndicated loans signed in 
Singapore up to 1993 are totally tax-free. 

Singapore's personal income tax is pro- 
gressive, while Hongkong's is not. Also, in 
Singapore contributions to the government- 
administered compulsory pension fund, the 
Central Provident Fund (CPF), are tax 
exempt. Asa result, institutions and middle- 
level executives, earning up to about 
5$150,000 annually, including CPF, рау 
about the same rate or even lower rates in 
Singapore than in Hongkong. 

About 40% of every wage earner's salary 
in Singapore is transferred into the CPF. The 
fund, which is managed by the govern- 
ment, amounted to about 5$32.53 billion at 
the end of last year. In a sense, this makes 
the Singapore Government the largest fund 
manager in the country. In addition, the 
government controls the Post Office Savings 
Bank (POSB), which had deposits of S$12.14 
billion at the end of 1988. Since interest in- 
come from POSB deposits are not taxed, it at- 
tracts more deposits than other banks. The 
CPF and the POSB, ultimately government 
controlled, are thought to soak up about half 
of the savings in Singapore's economy. 


he CPF, which also incorporates a life 
insurance scheme for low-income 
earners, has restrained the growth of 
both the insurance and fund management 
industries in Singapore. The 105 insurance 
companies in Singapore had a premium in- 
come of about $$2.1 billion in 1988, of which 
nearly S$1 billion came from offshore busi- 
ness. This compares with Hongkong, whose 
274 insurance companies generated income 
of about HK$14 billion (US$1.79 billion). 
Fund managers also did better in Hong- 
kong, where the government leaves the 
management of savings almost entirely to 
the private sector, intervening only when 
the collapse of a commercial bank puts de- 
positors’ funds at risk. Currently, private 
fund managers are estimated to manage 
about US$100 billion in the territory, com- 
pared to only about US$15 billion managed 
by the private fund managers in Singapore. 
Singapore had 21 unit trusts as of last year, 
managing about 5$400 million, compared to 
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Despite Hongkong’s impressive num- 
bers, most individuals choose to manage 
. their funds themselves, rather than use fi- 
. mancial intermediaries. This practice is en- 
couraged by Hongkong's low stockmarket 
.. commission rates — they range from 0.25% 
E ‘to 0. Md ра to Singapore’s 1% for 
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Ше reluctant to let the funds of its 
` populace be managed by the private sector, 
the Singapore Government has been trying 
- hard for some years to develop an offshore 
- fund management industry managing the 
' funds of foreign institutions. It has not been 
easy, partly because of the confusion among 
many foreigners over how gains made by 
fund managers will be taxed. 

Under Singapore's tax laws, capital gains 
are tax exempt but profits made from trad- 
ing, including trading of securities, is taxed 
under the normal tax rate, which can be as 
high as 32%. The catch is that the income tax 
authorities have the discretion to determine 
what constitutes trading profits, and what is 
capital gains. 

Singapore at first greeted fund mana- 
. gers’ complaints about this by introduc- 

-ing a complex set of tables which distinguish 
between what will be deemed to be trading 
profits and what will be defined as capi- 
tal gains. When fund managers complain- 
„ей about that as well, Singapore decided 
to impose an effective tax of 3.2% on all 
gains made by fund managers from July this 

ear. 
И Fund managers, who seem to be averse 
to any tax, even a 3.2% tax, are still said to be 
unhappy, and some of those who have 
. moved to Singapore are said to be thinking 
about shifting back to Hongkong where 
fur а managers’ gains from trading of sec- 
urities are tax exempt. 

_ If the fund management industry illus- 
| trates the failure of government interven- 
tion, financial futures amply illustrates the 
:. merits of government intervention and the 
weaknesses of the laissez faire system іп 
_ Hongkong. 

2 тех was set up largely under the direc- 

of the Monetary Authority of Singapore 
- the de facto central bank — which 
ajoled апа organised the private sector into 
| Supporting it. But because the MAS wanted 
_ Simex to remain offshore and not interfere 
п йз own economy, it has never allowed a 
4 futures contract in the Singapore stock index 
























Һе Hongkong Futures Exchange (HKFE) 
on the other hand was largely a private sec- 
tor initiative. And it broadened its base from 
commodity to financial futures, with a con- 
tract in the locally followed Hang Seng 
Index. 





he HKFE got off to a flying start, and 

soon became one of the world's 

largest futures exchanges in terms of 
volume. But the October 1987 stockmarket 
crash exposed the weaknesses in its regulat- 
ory and margin structures, and subsequent 
defaults amounted to billions of Hongkong 
dollars, dealing it a blow from which it has 
yet to recover. 

The government-supervised regula- 
tory and margin limits of Simex, mean- 
while, withstood the October 1987 crisis 
very well, and Simex now trades far larger 
volumes than HKFE, and its prospects look 
good. 

In the near future, the polarity between 
Hongkong, as the paradigm of free enter- 
prise, and Singapore, as an island of over- 
regulation, is likely to become less pro- 
nounced. A series of financial scandals, the 
largest being the closing of the SEHK in Oc- 
tober 1987 and the subsequent arrest of 
some of its officials, has prodded the Hong- 
kong Government into setting up new reg- 
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Т. Hongkong and Singapore stock- 








markets face the same dilemma, 

though for different reasons. Both 
fear being overshadowed by other markets 
in the region, and both are trying to stave off 
this eclipse, in part by lobbying to become 
the favoured regional stock exchange of 
Southeast Asia’s ethnic Chinese business 

Free-wheeling Hongkong has long had 
this role. But in the past six months, the SEHK 
has lost its sparkle as participants weigh the 
impact of China’s continuing political uncer- 
tainty. Price-earnings ratios (p/es) are de- 
pressed, trading volume has stagnated and 
new fund raising and listings have slowed to 
a crawl. 

For its part, Singapore faces the immi- 
nent de-listing of its Malaysian-based 
counters, which will slash the number of 
stocks by more than half to 145. At the stroke 
of the New Year, the market capitalisation of 
the Stock Exchange of Singapore (SEs) will 
shrink to about 5863 billion (US$32. 26 bil- 
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lion) from 56112 billion. Analysts suggest 
that based on trading activity for the first 
six months of 1989, volume will fall about 
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givings about seeking a isting in Hong- 
kong, that doesn’t necessarily mean they 
will list in Singapore,” says William Over- 
holt, research director at B. T. Brokerage 
(Asia) Ltd. 


nalysts suspect’ that the SES will have 
no choice but to look to the flotation 


of unlisted local corporations, the 
most substantial of which are government 
owned, to rebuild capitalisation in the short 
term. In the wake of the de-listing an- 
nouncement, Singapore authorities have 
confirmed that the Telecommunications Au- 
thority of Singapore and the far smaller 
Urban Development and Management Co. 
will be privatised. Other possible candidates 
include the Port Authority, the Civil Avia- 
tion Authority and the National Electricity 
Board. 

Although political fears have brought 
Hongkong down, it is not necessarily out. It 
is still a cheaper place to transact business 
than Singapore and has had a less restrictive 
attitude towards the licensing of brokers. At 
the end of 1988, Hongkong had 275 broking 
houses while Singapore had 48. In his 
speech, Hu encouraged the SES to review its 
tough-minded policies on tie-ups between 
foreign brokers and member firms. 

Despite labour shortages, high rents and 
even a contemplated easing of criteria for 
membership on the SES, major international 
broking firms say they still prefer locating 
their regional headquarters in Hongkong 
rather than Singapore. This is partly because 
of the territory's relative proximity to Japan, 
South Korea and Taiwan and partly because 
Hongkong’s style of business suits them, as 
does its less onerous tax regime. 

Hongkong is also taking steps to im- 
prove the attractiveness of the local market 
to international investors. It is encouraging 
the listing of Asian closed-end country 
funds and bond issues by non-Hongkong 
regional companies. Clearing and settle- 
ment arrangements are being revised to be 
more competitive with Singapore’s near- 
fully automated system. And a move to a 
more thorough regulatory framework, de- 
signed to prevent the abuse of minority 
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shareholders and Ње all- РАЗОВЫЕ 
occurence of outright fraud, is now in full 
swing. 


The root of the problem facing both mar- 
kets is the increasing professionalism and 
explosive growth of other regional ex- 
changes. Southeast Asian companies that 
wanted to raise cheap equity financing tradi- 
tionally had little choice but to look outside 
their home markets. It is no longer like that. 

So while the Indonesian, Thai and Philip- 
pine markets saw a rash of new listings and 
fund-raising efforts in 1989, Hongkong and 
Singapore are showing signs of market 
sclerosis. In the year ended 31 October, the 
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net increase in new listings in Hongkong 
was three while in Singapore only one new 
company appeared on the SES main board. 
In 1988, there were 28 net new listings in 
Hongkong and five in Singapore. 

Fund raising is similarly sluggish. Initial 
public offerings and rights issues in Hong- 
kong totalled HK$4.2 billion (US$538.5 mil- 
lion) for the first three quarters of 1989 while 
in Singapore, the comparable figure is 59977 
million, most of which was accounted for by 
Malaysian companies. In the 1987 bull mar- 
ket, S$1.8 billion in new money was raised 
on the Singapore market while in Hong- 
kong more than HK$40 billion was raised 
prior to Black Monday. 

While analysts give credit to Singapore 
for imagination and determination, they are 
sceptical that the establishment of a regional 
OTC market will do much to reverse these 
trends. Singapore’s existing OTC market, 
Sesdaq, has failed to generate much interest 
or provide new listings for the main board. 
Further, most stocks in the region are insuf- 
ficiently liquid to support active secondary 
market trading. 

Easing the listing criteria on the SES main 
board, particularly the demand that com- 
panies have substantial local interests, 
might prove a better way to increase busi- 
ness, says the head of one foreign broking 
house in Singapore. The SES appears to be 
moving in this direction. = 
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Investors swing their attention away from Manila 
; “/. 


Provincial power 


By Rigoberto Tiglao and John McBeth 
in Manila 


he Philippines’ major regional cities, 

i neglected during the Marcos era, ap- 

pear to be fast becoming the engine 

of the country's continuing recovery. Mean- 

while, Manila, until recently the chief 

beneficiary of three years of rapid econo- 

mic growth, is increasingly beset by critical 

power shortages, soaring real-estate prices 
and the breakdown of basic services. 

The rise of the regional centres owes little 
to any deliberate programme on the part of 
President Corazon Aquino's government. 
Rather, it has been the result of companies 
successfully exploiting the profit oppor- 
tunities that have emerged in regional cities 
since the 1986 overthrow of the Marcos re- 
gime. Nevertheless, the remarkable growth 
of cities other than Manila explains much of 
the nation's continuing economic stability in 
the face of political volatility in the capital 
and policy inconsistencies on the part of 
government. 
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Figures from the Philippines’ Board of 
Investments (BOI) show that Metropo- 
litan Manila's share of total project in- 
vestment has fallen from 51% in 1986 to 
45% last year. For the January-August 
period of this year, the capital's share 
has declined further to 3776. Total invest- 
ment, meanwhile, has risen from P28.7 bil- 
lion (US$1.29 billion) last year to P47.9 bil- 
lion this year. 

Although the Bo! figures show that the 
main investment movement has been to- 
wards the area around Manila (the central 
and southern Tagalog regions, which so far 
this year have accounted for 47% of total in- 
vestment), business expansion in the urban 
centres of the Visayas and Mindanao islands 
has been much faster than in Metro-Manila. 

According to Vicente Dinglasan, an 
official of pharmaceuticals group Zuel- 
lig Pharma Corp., this year has seen 
many of Manila's companies rushing to 
reinforce distribution centres in Cebu 
and Davao cities because sales in the 
regions have been growing faster than 
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they have in Manila. For example, in Min- 
danao sales of selected consumer goods 
jumped 61% last year, against Metro-Mani- 
la’s 42%. 

The same trend is reflected in sales 
of durable consumer goods. Philippine 
Appliance Corp. marketing vice-president 
Гео Crisostomo says the Manila region's 
share of household appliance sales fell from 
52% in 1985 to 48.3% in 1988, with the total 
share of Visayas and Mindanao rising from 
20% to 26% this year. 

Several factors help explain the con- 
sumption boom in the regional centres. The 
Aquino government's emergency employ- 
ment programme in 1986-87 pumped bil- 
lions of pesos into the countryside in the 
form of small-scale infrastructure projects, 
such as feeder roads and wells. The adjacent 
cities and towns quickly began to benefit 
from the increased purchasing power, 
which was augmented by the rise of sugar 
and coconut prices. 

Particular circumstances in each urban 
area have also contributed to the rapid 
growth of consumer demand. For instance: 
> Davao City’s boom has been based 
largely on the underground gold-panning 
economy of the Davao hills, while Roxas 
City has benefited from the rapid expansion 
of prawn farming. 
> In Iligan City and Cagayan de Oro City, 
the economic crisis which rocked the coun- 
try in the wake of Marcos' downfall did not 
hit people as hard as it did in the capital 
largely because most citizens were employ- 
ed in large-scale industries such as National 
Steel Corp., National Power Corp. and 
Pilipinas Kao. The crisis did hit the earnings 
of these companies but not hard enough to 
require massive retrenchment. As a result, 
the workers' income stream was never inter- 
rupted, and with the increases in minimum 
wage in 1987 and 1989, consumption de- 
mand exploded. 
> Central Luzon, particularly the Bulacan 
provinces, has become the obvious site to lo- 
cate plant for those companies seeking to es- 
cape Metro-Manila’s soaring real-estate prices. 
> Cebu province, which during the Marcos 
years was a bastion of the opposition, ap- 
pears to have developed its own culture 
of self-reliance and Manila-defiant entre- 
preneurship. This is reflected in two of re- 
source-scarce Cebu’s major industries: rat- 
tan furniture (even though rattan has to be 
imported from neighbouring Mindanao and 
other Visayan provinces) and stoneworking 
using a previously neglected local type of 
stone to produce carvings and table tops. 

The regional consumption boom has 
been paralleled by a surge in industrial in- 
vestment even though these areas lack ade- 
quate communications and infrastructure. 

Cebu City has set the pace. There are 
now 20 companies operating in Cebu’s Mac- 
tan Export Processing Zone (against just six 
in 1986) and another 20 are expected to be in 
operation by the end of the year. 
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Even Шрап City, which investors shun- 
ned for years because it was close to Muslim 
and communist rebel areas, is now starting 
to reap the rewards of the country’s eco- 
nomic recovery. Its main attraction is the 
Maria Cristina hydroelectric plant, which al- 
ready powers five cement plants, now 
operating at full capacity, and will soon pro- 
vide electricity for two ferrochrome groups. 

Nearby, at the Tagaloan industrial estate 
near Cagayan de Oro City — long thought 
of as another costly Marcos mistake — San 
Miguel Corp. plans to build an ice cream fac- 
tory which will have the same capacity as its 
main Manila plant. Asia Brewery has also 
bought a site on the estate where it will build 
its second fully integrated brewery. 

In southern Mindanao, General Santos 
City — often dismissed simply as urban 
support for the operations of the giant plan- 
tation group, Dole Philippines — has started 
to excite foreign aid donors and Manila plan- 
ners who see it as a potential site for an agro- 
industrial complex because of the develop- 
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ment of its aquaculture and food-processing 
industries. 

The rapid business growth in the region- 
al urban centres is beginning to change the 
face of the country’s corporate hierarchy. 

For example, the Cebu-based trading 
conglomerate Gaisano Brothers Merchan- 
dising recently bought a major stake in 
Philippine Banking Corp., which had been 
controlled by the Laurel family for about two 
decades. Together with other Chinese- 
Filipino partners from Cebu, the Gaisanos 
have also set up several huge department 
stores in Manila. 

Although Elena Lim first made her for- 
tune from a Manila-based electronics firm, it 
has been her prawn business in Roxas City 
that has catapulted her into the big league. 
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Until recently, she held a stake in a major 
Manila commercial bank (REVIEW, 2 Nov.). 
Other business success stories include the 
Davao City-based Luis Lorenzo family, 
which this year took over Pepsi-Cola Bottl- 
ing Co. It has since launched a major cam- 
paign to regain market share from the giant 
San Miguel Corp., which manufactures 
Coca-Cola brand soft-drinks. 

The transformation of the Alcantara fam- 
ily's logging and cement businesses, which 
used to be confined to Iligan and Cagayan 
de Oro cities, into a national conglomerate is 
another remarkable product of the regional 
business boom. And in Cebu, the Uytengsu 
family, which controls General Milling 
Corp. and Holland Milk Products, is 
thought to be one of the biggest Chinese- 
Filipino business groups. 

The fact that fortunes can now be made 
outside the country's business capital has 
not been lost on the Philippines' traditional 
business élite. Just as several region-based 
conglomerates have made their moves on 
Manila, several Makáti-based groups are 
making forays into regional centres. 

Ayala Corp., Manila's premier conglagn- 
erate, purchased a 44-ha country club in the 
heart of Cebu, which it plans to transform 
into a P5 billion (US$230 million) commer- 
cial complex like its Makati centre. Shop- 
ping-mall magnate Henry Sy has followed 
suit and is planning to build a hotel and 
shopping complex near the city. San Miguel 
Corp. has been busy expanding its prawn 
farming operations in General Santos City. 

In parallel with the rapid development of 
regional business there has been mounting 
pressure for political decentralisation. This 
has been aided to some extent by the 
Aquino government, which, unlike pre- 
vious Manila-dominated Marcos adminis- 
trations, includes several influential mem- 
bers who appear to have a stake in dispers- 
ing industry. They are: Trade and Industry 
undersecretary Tomas Alcantara; Agricul- 
ture Secretary Carlos Dominguez, formerly 
a Davao City-based business executive; 
Luis Lorenzo and Jesus Ayala, both Davao 
City businessmen who represent the private 
sector in the powerful Central Bank Mone- 
tary Board; and Budget Secretary Guillermo 
Carague who has come under fire for 
favouring Tarlac provinces. 

The development of the regions is also 
being boosted by the Philippine Assistance 
Programme (PAP). Instead of being just a 
programme for increasing the flow of for- 
eign aid into the country, it is proving to be 
the private sector's mechanism for channel- 
ling loans into those areas which could func- 
tion as catalysts for regional development. 

With the country's business community 
already looking outside Manila for invest- 
ment opportunities, the channelling of re- 
sources to regional centres should help over- 
come the one big obstacle to maintaining the 
momentum of regional economic growth — 
inadequate infrastructure. ^ 
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HONGKONG 


Problems with the neighbour 


n unexpectedly sharp slowdown in 
Hongkong’s trade in the third 
quarter, especially with China, has 
forced the government to revise its 
official СОР figures downwards for a third 
time this year — to an annual rate of 3% in 
real terms. Inflation, meanwhile, is forecast 


. to remain high, at 10%, for the whole year. 


A further fall in trade is expected for the 
next quarter, traditionally a low export sea- 
son. Government figures show that orders- 
on-hand in the manufacturing sector gener- 
ally peaked last March — in previous years 
the July-August period would usually see a 
boom in pre-Christmas orders. The differ- 
ence this year has been the Peking massacre. 
In the wake of China's bloody suppression 
of protest, many foreign buyers switched to 
other sources, to avoid possible delivery 
problems. Most of Hongkong's toy, clothing 
and low-end electronics manufacturers 
have set up factory operations in China to 
take advantage of the cheap labour. 

Domestic exports in the third quarter 
showed a real decline for the first time in 
years, down 1% compared with a 6% real 
growth in the first quarter and a 2% growth 
in the second quarter on year-ago figures. 
The fall was due to sharply reduced intake 
from China, which was also true on the re- 
export front, and sluggishness in other 
major markets — with the exception of 
Japan. 

In value terms, growth in domestic ex- 
ports to the mainland nosedived to 1.1% in 
August and shrank by 2% in September, ac- 
cording to latest available figures, after 16% 
and 1575 rises in the previous two months. 





Back in surplus 


HK$ billion 


The deceleration reflects further belt-tight- 
ening in China, which takes 20% of the terri- 
tory’s exports. Re-exports to China also fell 
sharply during the period for the same 
reason, thus cutting the territory’s total re- 
export growth to 16% in September, the 
lowest since June 1986. 

Although exports have fallen off, im- 
ports have lagged even more — from а 30% 
growth in January to a mere 5% in Sep- 
tember. As a result, Hongkong’s balance of 
trade with other countries has returned to 
surplus in the third quarter, trimming the 
visible trade deficit for the first nine months 
to HK$1.5 billion compared to HK$5.2 bil- 
lion for the same period last year. 

Retained imports fell by 8% in real terms 
during the third quarter, following increases 
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of 19% and 7% during the first and second 
quarters respectively. This decline reflects 
reduced investment in capital goods and 
cuts in raw-material purchases — the result 
of falling export orders. 

Tourist earnings, too, have taken a knock 
in the aftermath of 4 June. Hotels are being 
squeezed both by a fall-off in foreign tours 
and the opening of 4,900 new rooms over 
the past year. 

So far, the unfortunate combination of 
economic decine and high inflation — 
which was largely domestically generated 
and was expected to ease next year — has 
not become intolerable. Unemployment is 
still very low, though it has crept up to 1.4% 
in the third quarter from 1.2% in the pre- 
vious quarter. Wages, however, have not 
risen exceptionally — nominal wages in 
June showed a 1576 growth on a year ago, 
with wages in manufacturing rising by 12%. 

Interest rates continue to be low, boost- 
ing investment in property, which has 
proved to be rather resilient despite in- 
creased local anxiety over China and grow- 
ing emigration overseas. 

In the financial sector, the Hongkong 
dollar has remained stable against the US 
dollar, though the overall exchange value of 
the Hongkong currency depreciated slightly 
during the third quarter. Prime lending rates 
have eased from a peak of 11.5% in March to 
a current 10%. 

Partly reflecting the slowdown in overall 
economic growth, domestic lending rose 
more slowly in the third quarter, while 
Hongkong dollar deposits also grew less 
rapidly. п Elizabeth Cheng 
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Thanks to BP solar 


lighting, Colin’ future 


looks considerably 
brighter. 








Colin can read 


by sunlight even 


atter the sun 


has gone down. 


Colin lives in a remote African village. 

He has no light to study by at home, so after 
a full day of classes he remains at school to finish 
his homework. 

You may wonder where he gets the energy. 

Actually it comes in the form of electricity 
generated by solar modules. 

BP began distributing solar technology in 
Africa in 1981. Since then we’ve supplied solar 
powered vaccine refrigerators and water pumps to 
clinics, and lighting systems to schools throughout 


the continent. 


Solar technology may never eclipse conven- 


tional power sources. But it already promises the 
children of Africa a brighter future. 
Supplying solar power to remote parts of the 


world is one of the things BP is doing today, for 


all our tomorrows. 





For all our tomorrows. 
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Commerzbank opens 
representative office in Seoul 


Commerzbank, one of West Ger- holder - the Seoul representative For more information, please 
тапу ѕ “Big Three" banks, has again office supplies a broad range of contact: 
reinforced its long-standing com- services, including: Mr. Dirk Rohde 
mitment to Korea's growing market | Ж | |... Commerzbank AG 
by opening a representative office оси Ы; HERRE Korean Representative Office Seoul 
in Seoul. 6th floor, Doosan Building 

e support to Korean firms inter- 101-1, 1-ka, Ulchi-ro, Chung-ku 
For both Korean and German com- есед in developing business with  Seoul/Republic of Korea 


panies, the new office provides “>? (822) 7 73-39 91/4 





| rman 
direct access to Commerzbank's ‘a n vs many # (822) 7 73-5 
expertise in commercial and in- e guidance to German companies Telex: K24 761 combk 
vestment banking – locally and already doing business in Korea 
worldwide. or wishing to establish a presence 

| there 

Cooperating closely with Korea ғ 
International Merchant Bank (KIMB) ® counsel on global fund-raising 
- in which Commerzbank as a opportunities Commerzbank 
founding member is a major share- ө advice on asset management German knowhow in global finance 


Headquarters: PO. Вох 100505, D-6000 Frankfurt 1, West Germany. International Presence: Amsterdam, Antwerp, Atlanta, Bangkok? Barcelona, Beijing, 
Bombay? Brussels, Buenos Aires, Cairo, Caracas, Chicago, Copenhagen, Geneva, Hong Kong, Istanbul, Jakarta, Johannesburg, London, Los Angeles, Luxembourg, 
Madrid, Manama (Bahrain), Mexico City, Milan, Moscow, New York, Osaka, Paris, Rio de Janeiro, Rotterdam, Sào Paulo, Seoul, Singapore, Sydney Tehran, Tokyo, 
Toronto, Zurich. ‘to be opened soon. 



































tang (KMT) talks, people listen 
— at least the more gullible 
ones. That is why, when the 
arty’ 5 propaganda department took out a 
paign advertisement promising “Big 
?rofits and a Long Bull Run,” small-time 
tock dabblers took it as a semi-official prom- 
ісе that the market would remain buoyant at 
Meast until the 2 December island-wide elec- 
ions. 
. Smart money knew better. With the suc- 
Жег all out in force, big-timers needed no 
further signal to offload their positions in the 
ossly overvalued bourse. The bubble was 
ound to burst sooner or later, anyway — 
verage p/e ratios of more than 50 defy all 
laws of financial gravity. 

. It was just a matter of timing. And to 

:  hubristically declare a moratorium on down- 
side risk is to invite contravention. No- 
body in Taiwan, not even the hydra-head- 
ed KMT, has the financial clout to prop 
up a market with a daily turnover of more 
than NT$100 billion (US$3.82 billion) on 
average. 

But, having lured the dabblers into the 
market, the ruling party stood to pay a 
heavy electoral price if it allowed the ram- 
pers to fleece them. No surprise, then, when 
the market’s most heavily capitalised stock, 
the International Commercial Bank of 
China, abruptly bucked the downward 
trend; only about 10% of the scrip is floating, 
with the rest largely held by government 
and party-affiliated institutions. 

.. Ramping can work both ways, though. 
The most conspicuous market-basher of the 
current downturn was the dreaded “Abul- 
lah," as he was styled in the financial press. 
This nom de guerre is а rakishly Japanese 
rendering: Of ie surname of Yu Huai-ying, 







“ing li p -fictitious trading ac- 
е counts, Abullah neam лығы roared back into 
-the ring on the eve of the elections avid for 
“revenge upon the meddlesome regulators 
.and their KMT: masters. No harm, at the 
same time, if he made a little money along 
: the way, as when Fu Loong’s retail arm al- 
-legedly issued “buy” signals for one textile 
«company while its own dealers feverishly 
- sold the scrip. 

Small wonder the ruling party and its 
_ proxies were hard pressed to win a market 
` tug-of-war against such competitors. Failing 
o move the bourse with money, the KMT 
ried to buoy sentiment with news. Finan- 
al extbooks say that stock prices rise when 













‘hen Taiwan's ruling Kuomin-- 


Hostage to fortunes 


bank deposit rates fall, so the state-control- 
led commercial banks announced a much- 
overdue rate cut. 

No dice. The bourse has long since in- 
ured itself to such mere fundamentals. Nor 
did it take much cheer when regulators fi- 
nally approved three long-stalled stock- 
cum-bond “Balance Funds" of NT$500 mil- 
lion each by Taiwan's foreign-affiliated in- 
vestment trust companies. 

These concessionary tidbits just made 
the rampers ravenous for more, like Captain 
Hook's crocodile. And like the croc, they 
flustered their prey with the ominous tick- 
ing of the pre-election clock. The morsei the 
rampers most crave is a drastic reduction in 
Finance Minister Shirley Kuo’s proposed 

1.5% stock transaction tax. 

Half that or less sounds about right to the 
big-time stock players. Rumours abound 
that the cabinet will cave in to this demand 


Waiting on the pons 
Taipei Weighted index — 





сие AC 


Dec. 
Source: А өле Bate 


Nov. 
1989... 


at its last pre-election meeting. To make 
the prophecy self-fulfilling, big brokerage 
houses mobilised their clients to picket KMT 
headquarters beforehand. 

This, coupled with a one-day drop of 
5.7% in the index, was enough to scare the 
party and officials into calling for peace talks. 
Taipei stock exchange president Chao 
Hsiao-feng was spotted that very night din- 
ing at the Sheraton with Abullah and 
another big broker, Sheng Chin-shen, plus 
the KMT's sexiest parliamentary candidate, 
former ТУ news anchor bimbo Chao 
Chuan. 

The turnover tax might not be the only 
one of the government's planned market- 
cooling measures to fall victim to the latest 
downturn. So could the idea of widening 
the bourse's daily share-price fluctuation 
limit beyond the current 7%. In a plunging 
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market, the limit looks like a safety n 
easy to forget that, in times of 
euphoria, the same limit provide 
backboard for price manipul 
such limited floating stock, itd 
much of an outlay to drive a share ri 
limit and then dean up with a big 
vailing position. 

Not that a price limit 15 a ne 
requisite for such games, as attested 
phenomenal success of Taipei 
for unlisted shares, Its 300-04: 
purportedly boast a market capi 
most as high as the 183 scrips on the off 
bourse, though the turnover is far less 2 
the "float" is miniscule. 

Some 72 com иии 
the works for public listings, and th 
prise the grey market's blue chips. t 

the blue is China Trust, which reported 
commands a p/e of nearly 80, comparable to 
officially listed banks. So profitable is the 
ramping of these soon-to-be-listed shares. 
that company insiders, with the complicit 
of regulators, reportedly make an art of 
botching the applications so as to keep the 
listing process perpetually in limbo. | 

The reigning champion at this game io 
said to have stretched out his listing аррбсе 2 
tion for nearly two years, though grey mak. 
ket shares only hotted up about six months | 
ago. Analysts claim that the grey market haso 
suffered less in the current slump than the | 
official bourse. 2. that is where the — 
heavy hitters are ploughing some of the = 
money that they are pulling out of the big | 
board. | p 

Or maybe they are siphoning it overseas. 
So much Taiwanese capital. is. moving 
abroad these days that it is starting to n idg 
up the NT$:US$ exchange rate. i 
ton, which had eased up on d 






















eign exchange market, has now resur 
pogrom against the NT dollar. 

Ironically, just on the eve of the 
downturn, Taiwan's flighty capitali 
starting to figure out how to use the: y 
bend 2. aed to 2. fore eir 


Bas] 187 mot xths, 5. nes e any come 
pelling domestic investment plans. | 

But, calculating the cost of funds as-th 
reciprocal of the p/e ratio, money rai 
the Taipei bourse looks cheap ind 
spate of private bankers is flood: 
keen to advise family-run (albe 
listed) companies on how to pa 
funds into overseas investn 
more plausible p/es. 











: Ву Christopher Marchand іп 
Kuala Lumpur 


heap of scrip, · a a shortage of cash and 
the rubble of crushed hopes provide 
a junkyard setting for the break-up 
‘of Malaysian conglomerate Multi-Purpose 
Holdings (MPH). The wreckers’ hammer 
“beat loudly on 25 November with the sale by 
- MPH subsidiary Dunlop Estates of the bulk of 
its key plantation assets for M$500 million 
(USSI85, 1 million) to rival Industrial Oxygen 


~The sale amputates MPH's main earn- 
ings arm, with plantations contributing 
4% of group pre-tax profit last year. It 
so marks the failure of 
-Jüyear-old Lim Thian Kiat, 
Kamunting Corp.'s сіне! 
“executive, and his senior mana- 
` gers, all in their 20s or early-30s, 
to lead the asset-rich but earn- 
ings deficient group to recov- 
ery. 
22 With Lim's family also strip- 
ping the best property assets 
out of MPH into its direct con- 
trol, there seems scant choice 
but to dismantle MPH al- 
together. The affair will do little 
Чо impress outside investors 
that they are getting reasonable 
. -. deals, or that Malaysian entrep- 
. ..reneurs are able to beat а con- 
sistent commercial path. 


- Stat 


одан | 
Newspaper _ 


"Before conversion of 1% Kamunting loan notes, Malaysian Plantations 
8150 owns 10% of Segamat OH Plam 





Lim started off with good intentions. The 
force behind toll-road operator Kamunting 5 
M$592 million effective takeover in August 
of MPH, he told the Мео Straits Times in May, 


was thatihe would not strip MPH of its assets. 


“Where else can you get so many assets 
under one roof,” he said. “Shareholders 
should consider that if Kamunting were to 
buy each of the MPH companies individu- 
ally, it would probably cost 10 times more.’ 

Analysts, noting MPH’s need for capital 
and Kamunting’s puny size in comparison 
-- MPH turnover is 15 times that of Kamunt- 
ing — were less sure. Lim soon modified his 
stand to say that MPH's assets might ђе “re- 
shuffled." Lim was not available to explain 


Kamunting-Multi- i аса group hae ромба ы 


“Seri Angkasa | 46% Segamat | 
Um Family co. pe О; m n 


unknown 


Source: Rene Data 
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sive е surgery, oron patient MPH's prognosis. 

The market, however, has few qualms in. 
placing the blame for the débâcle on an inex- 
perienced team whose ambition overreached.: 
itself. The team clearly underestimated the: 
time needed to turn around a group bought: 
оп a prospective price-earnings multiple put: 
most optimistically by Lim at 35, or the fact: 
that earnings might be hurt this year by fall- 
ing plantation product prices. 

With the sale of its plantation assets, MPH 
has now been forced into dependence on 
bank, trading and shipping assets, whose 
profits have historically been thin and ir- 
regular. Income from associated companies 
Magnum, the gaming outfit, and property 
developer Bandar Raya is slightly more 
stable. 

At the same time, however, Kamunting 
faces the near-fourfold increase in its share 
capital from 218 million to 791 million shares 
within two years to finance the takeover. 
Rising income from MPH was needed to 
avoid a massive dilution of Kamunting’s 
earnings, which was vital to 
winning support for its issue of 
shares and 1% convertible loan 
notes needed to pay for the 
takeover. 





СУМУ AONY 


learly, Kamunting can 
no longer rely on rapid 
earnings growth from 
MPH. The youthful team now 
has to avoid the Kamunting 
group's mountain of scrip col- 


170% lapsing like a pack of cards. The 
probable escape route will be 
|3% for Dunlop Estates to use its 


M450 million cash from the 
| 00% plantations sale (the balance is 
loan stock) to buy the 276.5 mil- 
lion convertible loan notes now 


But the Dunlop Estates’ deal also brings research facilities. and 
palm oil, rubber- and cocoa-processing factories, which enhance 
value. There is inevitably a management risk in IOI taking over | 
such a huge project, but the company does acquire a base to 
broaden its earnings from commodities-related business. 

Some acreage could also be converted to residential and i in- 






4 T expansion ‘of the past two years. Its business focuses 
ree areas: s мене industrial = and property a 


| ncial year to 30 June 1989. 7 Th 


"Fanta s assets accounted for 89% of prets vens in the fi- 
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dustrial property development, in the same way as Sime Darby- 
controlled Consolidated Plantations is reversing acreage into | 

group property development company, United Estates Projects. 
iors М$224 million of shareholders' fund: learly 
















‘being offered to depositors in Koperatif 
| Serbaguna Malaysia (KSM). (көм is а de- 
_ posit-taking company іп receivership 
= whose 28.9% stake in MPH Kamunting 
bought to give it effective control of 
MPH.) 
- But Dunlop Estates will then be saddled 
< with Kamunting scrip — half the notes are 
2 convertible to scrip in the second half of 1990 
апа ће remainder a year later — whose 
. value is uncertain. With vast amounts of 
~ shares on issue, and pressure to maximise 
| its earnings, Kamunting might logically find 
‘it easier simply to asset strip MPH to unravel 
/hatever value is left. MPH Shipping is likely 
tobe the first to go. 
. Тһе strategy is a high-risk one, and the 
‘shares have been shunned by all but the 
| bravest investors and those Malaysian 
banks (Bank Bumiputra, Permata merchant 
: k) which are underwriting the Kamunt- 
— ing group's various fund-raising offers. 
Even the Lim family seems to be selling 
пи out. of Kamunting. In recent weeks, the 
. family's private company, Seri Angkasa — 
which controls Kamunting — may have 
sold large amounts of new Kamunting scrip 
to group companies down the pyramid. 

The wonder is that the regulators let such 
à situation come to pass. Their hands, how- 
ever, were tied, in that Lim's offer for KSM 
was generously enough priced to enable 
KSM depositors to be repaid in full. 

Given the limited exposure of foreign in- 
vestors to Kamunting — American Interna- 
tional Assurance is the only foreign investor 

with a significant stake — the authorities 
may have felt that any possible damage to 
Malaysia's s commercial reputation was out- 
weighed by the gain of fully compensating 
KSM depositors. 

An element of political cynicism was 
probably also involved. MPH was the 
commercial flagship of the Malaysian Chi- 

.. nese Association (MCA), a member of the rul- 
ing National Front coalition. When the MCA 
hastily rejected an unwelcome and much- 
resented bid for MPH in April from Hong 
Leong-controlled Hume Industries, it 

газ able to turn to the politically accept- 
ible Kamunting to take on the ailing 





































trospect, the break-up of MPH was 
inevitable given its debt, sluggish 
veak management and need for 
lo modernise operations. 
Still, the authorities may have underesti- 
. mated the depth of Lim's inexperience. If 
_ Lim was serious about mobilising foreign 
_ support, he got off on the wrong foot right at 
` the start when Seri Angkasa placed 20.6 mil- 
lion Kamunting shares through Singapore 
- stockbroker Kay Hian/James Capel just be- 
fore the MPH's takeover was launched in 
Мау. Investors do not take kindly to the sale 
`. of stock in advance of market-sensitive 
i: REWS. | 
~The placement ruined any chance of 
nning investor support for Kamunting’s 
















rights issue. The res 
of inter-ccompany scrip 
stands out even by M ysian standards, as 
the Lim's try to reduce their family exposure 
yet maintain overall control and support 
Kamunting's share price at high enough 
levels (currently M$1.22) to induce KSM de- 
positors to accept Kamunting notes (nomi- 
nally valued at M$1 each) rather than cash in 
refund for their deposits. 

The first group victim was Dunlop Es- 
tates’ subsidiary Malaysian Plantations, de- 
scribed by Lim in the local press as having a 
"beautiful balance-sheet." It rapidly turned 
into an ugly one, when its gearing ratio de- 
teriorated from 2.8% at the 31 December 
year-end to 110% on being forced to buy 
Kamunting shares. To repair its balance- 
sheet, Malaysian Plantations is holding its 
own 2:1 rights issue to raise M$120 million. 

Magnum and Dunlop Estates have also 
had to buy Kamunting stock. Dunlop now 
holds 16% of Kamunting, and Magnum 
9.6% or 13.76 million shares. The seller's 
identity has not been disclosed. But the 


COMPANIES 2 


Rising prices boost Indian company profits 


Inf lation’s friends 


ost Indian private companies 

posted improved results in the fis- 

cal year ended 31 March, but brok- 
ers and executives believe tougher times are 
ahead because of stagnant sales and govern- 
ment policies that fail to protect economic 
growth. 

Brokers note that most companies 
posted increased profits last year only be- 
cause of higher prices and not larger sales 
volumes. Official figures put the annual in- 
crease in wholesale prices at 9-10% though 
economists argue that the rise was about 
25%. Record agricultural harvests, which 
bolstered the purchasing power of consum- 
ers, fuelled inflation. 

The short-term outlook is particularly 
bleak for the car, cement, fertiliser, retail and 
textile industries, according to brokers. 

The Business Standard, a financial daily, 
recently reported that the 100 non-financial 
private companies sustained an average 
profit last year of 36%, up from 2.2% in the 
previous year. Dividend payments were 
also much higher, by as much as 63% in 
some cases. (A law that came into effect in 
1988 forcing companies to disclose financial 
information for tax assessment on 31 March 
is making comparative analysis more accu- 
rate.) — 
Meanwhile, company executives are 
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Lims' бегі Апркава has t 
7% secured notes in Kamunting in 
lying shares as part of the overall 4 
scheme. 

Seri Angkasa got the notes in exc 
for selling its Kepong toll-road frar 
which бегі Angkasa won in one of 
ernment’s privatisation шша 
Kamunting. Certainly, no other 
is able to feed such large suppli 
the market, 





























ble ri didis io a “priv Pc 
Segamat Oil Palm О | 
Angkasa will gain a 46% stake in 9 
change for injecting € it an ирт 
dential development in Kuala Бай 
Magnum will provide the Lir 
property development desc 
num's most recent annual repor 
the largest and most promising pri 
velopment projects іп Ma | 
Raya's contribution is an upmarke 
ping centre, being developed in со 
with is iin Je 22 

































growing irritated at high interest rates. They 
say it has become too costly for many come — 
panies to finance expansion or purchase 
new equipment. Without cheaper loans; | 
they complain, it will be impossible for In- 
dian industries to compete in domestic an 
world markets. | 
To secure financing, companies are turn 
ing to the capital markets, The mos ор ја 
vehicle to raise badly needed с t 
months has been the convertib ent 
which gives an investor the option of« 
version at a predetermined date into: 
nary shares. 
C ое executives ; are also 





officials shoud raise or lower tas 
port duties, for example, pr 
only when such levies improve 
economic growth. = 
“The volatility of government | 
especially in fiscal matters, leaves « 
panies without effective strategies,” 
businessman says. "Take a typical 
of the colour TV set. It was selling t 
but the government thought it mu 
the good times and raised ta it 
a result, sales of colour TV setss 
dropped off, is зар | 
their stocks." | 
"Today, we neither 
can eat it," he says. 







































































"чеп Foong Yu Paper Manufacturing 
/ Co. (YFY), Taiwan's leading paper 
№ company, has taken advantage of the 
trong foreign appetite for Taiwan stocks by 
loating the country's first convertible bond 
the London Eurobond market. 
Heavy demand pushed the price of the 
FY Eurobonds to an 18% premium shortly 
ter selling began on 21 November. The 
ond issue might give foreign investors their 
t opportunity to invest іп а Taiwan com- 
пу. 
you are confident of the government's 
ecision to open up [the Taiwan stock] mar- 
et, this is a good time to buy a Taiwan blue- 
chip company,” says Paul Chang, vice-pre- 
sident of Bankers Trust Co. in Taiwan. 
“People should be holding this bond for 
g-term gains.” 
|. Eager buyers of the vrv Eurobonds are 
taking. something of a risk — investors 
may not be allowed to convert the bonds 
into stock, since foreigners are not allowed 
to own shareholdings in Taiwan companies. 
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outh Korea has eased restrictions on 
overseas corporate issues, reflecting 
7 the weakening economy and com- 
plaints by businesses about the high cost of 
omestic credit. Since 1987, the Ministry of 
Чпапсе (Мог) has strictly limited overseas is- 
sues because of fear that money borrowed 
ibroad would be funnelled back to South 
Korea and add to inflationary pressures. 
Ви the economy has slowed down sur- 
xisingly quickly this year, and stimulating 
growth has replaced anti-inflationary efforts 
5 the cornerstone of economic policy. After 
three consecutive years of 12% economic 
wth, the South Korean economy is ex- 
pected to expand by less than 7% this year. 
In mid-November, the government an- 
nounced a series of measures to boost the 
economy, including cutting interest rates by 
one percentage point. $t 
> At the same time, the weak stockmarket 
and a falling current account. surplus 
















ангап 5 leading paper company Поа 
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ts Eurobond 


The government plans to liberalise rules on 
foreign ownership of stocks, but it has yet to 
set a time schedule. 

"If the problems with the trade surplus 
and the foreign-exchange reserves are not 
resolved, I don't think we will revise the re- 
striction [on foreign shareholdings in com- 
panies} anytime soon,” says Chen Chung- 
hsing, chief of the Securities and Exchange 
Commission's (SEC) international division. 
“We have made it clear in the registration 
statement that [the үғү Eurobond] will be re- 
garded as a straight bond unless the rules 
have been liberalised. We are not going to 
take the heat two years from now [if bond- 
holders try to pressure the SEC to open the 
market]." 

YFY expects to report pre-tax profit of 
МТ$1 billion (US$38.2 million) this year on 
revenue of NT$12.5 billion. The company, 
which was also the first in Taiwan to offer 
convertible preferred stock and exchange- 
able bonds, plans to use the US$100 million 
raised by the issue to buy a US pulp plant. 

The үғү Eurobonds are designed to be 
convertible after two years to shares of stock 


| - 


Seoul eases restrictions on overseas fund-raising 


prompted the Mor to announce that it would 
ease approvals for Euromarket financing. 
Previously, only companies which had an 
overseas investment use for the money they 
raised abroad won MoF approval. However, 
in its November announcement, the MoF 
said it would allow companies which plan to 
use the money raised for high technology 
imports to seek Euromarket finance, "This is 
a fundamental change in our position," says 
an MOF official. 

In fact, the "high technology" criterion is 
a vague one and the МОЕ will continue to 
enjoy a great deal of discretion in approving 
issues. The MoF has in the past pursued an 
erratic approval policy, and it remains to be 
seen how fully the new policy is im- 
plemented. But initial signs are promising, 
as the MoF has given the go-ahead to a 
number of issues which were awaiting ap- 
proval under the old guidelines. — 

Although not directly related to the new 
мог policy, ће petrochemcial company STC 


Corp. is launching а US$ 





million converti- ations. a 



























on the average price of the stock in the 


seven-day trading period before the bonc 
issue was introduced. The bonds have a 10. 
year maturity, but they may be redeemec 
after five years with a 6% annual yield. 
Bankers Trust International and Nomura In- 
ternational lead the 36-member underwrit- 
ing syndicate. 

With YFY's stock currently trading on a 
prospective price-earnings ratio (p/e) of 76 
and the Taiwan stockmarket beginning to 
lose steam after two years of rapid gains, 
however, some analysts say the bond issue 
may prove to be an expensive gamble for 
investors. The average p/e is 45-50 for 
Taiwan's top companies. 

"Our London office does not agree with 
such a high premium," says Sunny Chen, 
president of W. I. Carr (Taiwan). "They 
don't think that's reasonable at all." 

Analysts also note that the four foreign 
unit trusts in Taiwan are trading at slight dis- 
counts. (Unit trusts provided the only vehi- 
cles for foreigners to invest in the Taiwan 
stockmarket before the vrv bond issue.) 

Nonetheless, the YFY's success has stir- 
red interest in overseas issues among other 
Taiwan companies, especially those con- 
cerns planning overseas expansion projects. 
Analysts say Taiwan companies that might 
be considering Eurobond issues are: Pre- 
sident Enterprises, Acer Group, Pacific 
Group, Mitac International and Far Eastern 
Textile Group. п 


ble bond to finance new operations in the 
Philippines and the US. The bond, which is 
scheduled to begin trading on the Euromar- 
ket in December, will be the second equity- 
linked international financing issued by a 
South Korean company in two months. 
Sammi Steel issued a bond with warrants in 
October to help finance the acquisition of a 
Canadian specialty steelmaker. — — 

5728 bond, which is convertible into 
non-voting stock, is expected to have a con- 
version premium of 90-100% over the un- 
derlying shares and carry an annual interest 
rate of 1.25-1.5%, reflecting the continuing 
strong overseas demand for South Korean 
paper. The premiums, which reflect a scar- 
city of South Korean paper, are expected to 
decline if the MoF speeds up approvals. 

Local brokers say that approval for over- 
seas issues by both Hyundai Motor and 
Dong-Ah Construction is imminent. Sam- 
sung Electronics, which issued the first over- 
seas convertible bond in 1985, is also ex- 
pected to receive approval, as is Samick 
Musical Instruments. 

Samsung’s issue, which is the most ten- 
tative, is the only one which reflects the 
government's new policy of assisting com- 
panies which have to import high techno- 
logy goods. Funds raised in the other issues 
are all expected to be used for overseas oper 
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274 DB approves funding 
for Philippine project 

= P The Asian Development Bank has 
. approved а US$10 million loan to Hopewell 
> Energy (Philippines) Corp. for the 

-construction of a 200 MW gas-turbine 
power plant at the Navotas fishing complex 
<; north of Manila. It has also approved an 
equity investment of US$1.1 million in the 
project. The plant, scheduled to open by 
mid-1990, will be operated by Hopewell for 
12 years after which it will be under 
National Power Corp.'s management. 










— South Korean economy slows 

_ ав exports remain w eak 

22» South Korea's economy grew 6.9% in 

> the third quarter of 1989, slowing from 

12.4% a year earlier. Analysts noted that 

` exports were sluggish in the quarter, while 
imports continued to show healthy growth. 
Capital investment, though off slightly from 
last year’s levels, also remained strong in 
the period. 


Venture-capital firm 
seis up shop in India 
> India's first private venture-capital 
company, Creditcapital Venture Fund, 
2. opened its doors on 16 November in 
_ Bombay. The government-owned Bank of 
- India, the Asian Development Bank, the 
` Commonwealth Development Corp. and 
` Bombay's Creditcapital Finance Corp. own 
“about 67% of the company, while Lazard 
Brothers of Britain has a 25% stake. The 
remaining shares in the company will be 
offered on Bombay's stock exchange in 
‚ January. 





x. iland raises ceiling 














stly tc | in T E rRNS projects. 
The increased о is not expected to 
есі Bangkok’ s repayment ability. 


S EC plans to maintain 
hard line on Japan cars- 
77» Japanese car exports will not enjoy. a free 
ride within the pe ven after 1992, when а 
i о ч services is 
обе by several EC 
x members on 2. car imports are 
г inconsistent with the free movement of 
ods with fo er said iod will not be 









consensus was developing on how to 
remove barriers to Japanese cars, there will 
have to be a transitional protective 
arrangement for EC manufacturers for an 
unspecified period of time after 1992. 





South Korean power plants 
hit by turbine problems 

> South Korea has shut down its two 
newest nuclear power units following 
problems with turbines. The Ulchin 1 
reactor was closed in mid-October, while 
the Ulchin 2 was shut down on 12 
November. The turbines, which were built 
by Korea Heavy Industries Corp. under 
licence from Alsthom, have been plagued 
by problems. 
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US rules against Japan, 
Taiwan firms on dumping 

> The US International Trade Commission 
ruled on 20 November that several 
Japanese and Taiwanese companies would 
be subject to increased tariffs on business- 
telephone systems that were sold in the US 
at lower prices than in their home markets. 
The ruling, coming nearly a year after 
American Telephone and Telegraph filed a 
dumping complaint against the companies, 
clears the way for the US Customs Service 
to assess punitive tariffs of up to 179% on 
the telephone systems. 


Philippine growth slows 

in nine-month period 

Philippine СМР climbed 5.6% in the first 
nine months of 1989, compared with 7.5% 
in the year-earlier period. Government 


` officials attributed the slower GNP growth to 
slight declines in the manufacturing, 


ring sectors. The 
or expanded 14% in the 
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period, up from 10.3% last year,” 
2. and communicatk 
showed 5,4% growth, up from 4.476. 





IBAC upgrad 
of five Japat 


> International Ё 
Analysis (IBCA) has di 
credit rating of five city bar 
result of their improv rad cap 
Bank, Industrial Bank of Japar 
Bank, Sanwa Bank and Sumitom 
have been upgraded to Triple A fr 
Double A Plus by ІВСА, which speci 
bank analysis. ІВСА says the lapar 
are “well-placed to pursue their px 
overseas expansion.' 


Bakrie Brothers opens 
another Indonesian bank | 


> Bakrie Brothers, the widely diver sified | 
Indonesian company, has entered the 

banking business with the api up of 
Bank Nusantara International (NusaBankt.-... 
The bank, 60% owned by Bakrie Brothers: 
and 40% owned by Daya Sarana Pratama 
which is partially controlled by thë Bak ПЕ 
family and Sudwikatmono, a cousin of - 
President Suharto, is the 17th private bank 
to open in Indonesia since a deregulation: 
package was issued in October 1988, 





Фф. 


Mieno gets top job 
at Bank of Japan 


> The Bank of Japan named Yasushi 
Mieno as its new governor, to күне 
Satoshi Sumita, 73, who will retire in. 
December after five years in the post. 
Analysts do not expect any major px 
changes from Mieno, who as: 
senior deputy is considered w 
for the new job. The centre 
may be more sensitive 
problems and less 
outlook under the 
old career centre 


Taiwan and Hus : 
opening trade offices 

> Taiwan and Hungary т may si 
offices in Budapest and Taipein 
according to an official at Tawa 
for External Trade. Taiwan's Mi 
Foreign Affairs acknowledged the 
are in Hungary discussing the ma 
denied a Taipei press report th 
had extended a 069100: | 
Hungary to stimulate trade. 
adopted a policy of promo 
Eastern bloc countries as p 
economic reforms have p 
Eastern Europe. 
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Kuala Lumpur 


no KLSE Composite index, 504.74 




































A bearish government economic forecast | 


Greater prospects for business with | 
Eastern Europe helped the market to | 
power its ways to new highs, with 


trading houses leading the way. Brokers = 


also believe domestic interest rates have | 
peaked. Sumitomo Metal Mining gained | 
¥230 to ¥2,290 on firmer gold prices. | 
Daily turnover averaged 1.1b shares 

- worth ¥1.6t (US$11.15b). 


triggered the sharpest decline since the 
October mini-crash. But volumes 
remained thin, and generally the absence | 
of market-shifting corporate ог political | 
news or rumour led to lethargy. Swire | 
Pacific A shed 70 нк cents to end at | 
| 
| 
| 





HK$15.70. Daily volume averaged 447m 
shares worth HK$717m (US$91.9m). 


Spurred by Wall Street’s strength and | 
excited by bid rumours, the index rose — | 
2.9% — mainly reflecting buying in | 
Malaysian plantation and speculative | 
issues. Bid favourite Kemayan jumped — | 
10.5 $ cents to 85.55 cents and Malaysian | 
Resources surged 19.5 $ cents to 82 5 | 
cents. Turnover swelled 58% to70.37m | 
shares, worth $$135.22m (Us$69.2m). | 


The signing of the M$2.5b syndicated loan 
to finance the construction of the M$3.42b 
North-South Expressway sparked off a 
broad-based advance, led by construction 
and construction-related stocks. Time 


Engineering surged м$1.18 to M$5.20 апа | 


Cima rose 99 M cents to M$5.85. Daily | 
turnover rose 69% to 62.4m shares, worth | 
M$119.87m (US$44.4m). | 
| 
| 


The finance minister’s announcement 
that a capital gains tax was in store dealt a: 
strong blow to the bull run. But later 
retractions and investors' healthy cash 
positions kept the market from plunging. 
Siam Cement fell Baht 680 to Baht 6,826, 
and Oriental Hotel rose Baht 8 to Baht 
181. Daily turnover averaged Baht2.4b | 
(US$93.02m). | 


Profit-taking combined late in the period 
with political jitters over the return of 
main Marcos crony Eduardo Cojuangco 
to pull down share prices. San Miguel, in 
which Cojuangco's shares had been 
sequestered, fell 25.50 to P90. Firmer gold 
prices pushed Benguet Corp. B shares 24 
higher to P67. Daily volume averaged 

2 99 so worth P289m (US$13.1m). 
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Seoul 
Composite index, 893.85 Eu 
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| Australia 
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New Zealand 


"Barclays index, 2.63.81 
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stocks edged up last week as the 
government encouraged institutional 
buying. Individuals investors, however, . 
remained net sellers. Trading and mining 
sectors were strong, but paper and E 
electronics stocks were weak. Daily 
volume averaged 10.1m shares worth 

Won 228.4b (Us$340.9m). Goldstar 
Electronic Devices lost 16.1%. 





The market dropped more than 1,000 
points as investors took short-term 
profits. The index had its biggest ever 
single-day drop on 28 Nov. on rumours |. 
that a major trader had defaulted. Шы 
Average daily turnover fell to NT$97.7b 
(US$3.76b). Hualon Textile dropped 
NT$22.50 to NT$115.50, and Teco Electrical 

& Machinery fell NT$26.50 to NT$113.50. 


The market slumped to its lowest level 
since the October mini-crash, hit bya 
slide in futures and heavy selling i in the 
resources sector. Investors ignored 
higher gold prices to focus on weaker 
base metal prices. BHP shed 20 A cents to 
A$8.68, and CRA fell 45 А cents to A$10.65. 
Turnover dropped to 655.5m shares 
worth A$1.191b (US$934. 1m). 


The market drifted lower, with most 
attention focused on volatile bond and 
futures markets. Fletcher Challenge 
dropped 17 NZ cents to N2$4.25 on 
forecasts of static profits. Air New = 
Zealand dropped 12 Nz cents to NZ$22.52 
in advance of a pilots’ strike and foreca + 
of weak interims. Volume totalled 80.67m 
shares worth NZ$145.2m (Us$85.4m). 0 


The market nosedived as election results 
trickled in. After maintaining a surprising 
calm on 27 Nov., the market lost its 
composure the next day, and collapsed. 
Institutions which at first were 

surprisingly absent from the market. | 
quickly returned in strength. Тіѕсо fell. 
Rs 8 to Rs 104 (Us$6.21), while Reliance | x m 
lost Rs 8 to close at Rs 75. — 





In a trading period shortened to four days | 
by the Thanksgiving holiday, a felicitous 
misconception that interest rates had 

been lowered triggered a sharp surge, 
taking the Dow Jones Industrial Average 

to its highest levels since October's 

mishap. But buying remained mainly 
confined to blue chips and, later, energy 
stocks. Volume totalled 535.2m shares. 
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TERIM REPORT 1989/90 


в months 

to 30th Sept, to 30th Sept, x Me -gist March, 
1988 1989 own g 1989: 
(restated) £m tm Mu DUM ur Ет. 


Year to 





stimated taxation 


rofit on ordinary activities : | | | 
ter taxation В 162 | 198 +22 345 








. Minority interests uk 27 50 60 
` Profit before extraordinary items 135 148 +10 285 
. Extraordinary items . ` d 4 202 129 

Profit attributable to shareholders 139 150 +8 414 










camings per share 
Dividends per share 


3.10p +10 


7.98р 





_ REGIONAL ANALYSIS OF TURNOVER AND TRADING PROFIT 





The Directors of Cable 


following unaudited consoli 

months ended. 30th. Septem 

The Directors" панел 

3.10 pence 1988 2. 82 perce) р 

increase of 10%. The dividend will b 
February, 1990 to Shareholders on the 
December 1989. i accordance with (he. res: 
passed at the 1989 Annual General Meeting. 
holders (other than those with registered аша 
the United States) will again be offered a scrip di 
as an alternative to cash. 





The estimated taxation liability consiste of UK tex ktm о 
4988 ~ £17mj overseas tax CFom (988 РИ and. m 
associated companies tax Edm ПОВЕ ИТИ. Ко 














6 months 6 months Year to 
| to 30th Sept, to 30th Sept, 31st March, 
oe 1988" 1989 19891 
_ (Unaudited) | (restated) £m £m Em 
| Turnover* | 
_ Asia and Pacific | 425 559 894 
^; Middle East, Indian Ocean and Africa 20 22 45 
Western Hemisphere 158 256 318 
š United Kingdom and Europe 103 265 295 
. inter-regional turnover (7) (43) (18) 
M 699 1089 1534 
рату profitt | 
: Asia and: Pacific 141 186 283 


Middle Basti Indian Ocean and Africa 


| Profit before tax ik. 198 241 420 





THE WORLD TELEPHONE COMPANY 


CABLE AND WIRELESS PLC, MERCURY HOUSE, THEOBALDS ROAD, LONDON WCIX BAX, 


"те turnover figuras for the six months do ЖИВ 
September, 1888 have been restated lo inctude ой» 
payments to other telecommunicatlons adminisirmtions 
and carriers and royaity payments tO governments, Cone 
sistent with the revised basis of presentation adopted inc 
the accounts for the year ended 31st March, 1989. 


+The figures for the year toa Зы March, 1989 in сөресі: | 
of the United Kingdom regional trading gol and net oo 


interest and-other income have been restated to cefieot 
a revision to the accounting treatment of equipment on 
operating leases that are terminated betore their normad 
expiry date. 

The group does notihncur résearch and development 
expenditure within the definitions contained bhi current 
accounting standards. However, costs are incurred ut 
researching new markets and business opportunities 
arid these are classilied as business development costs. 
The United Kingdom and Europe reauiie comprise 
Mercury, Telephone Rentals, turkey projects anc Marine 
activities, The trading profit. on Mercury activities was 
Slam (1988 ~ £4m) affer depreciation chiarges of E2Sm 
(1988 ~ Elim) and comprised profits on nubilo lee 
communications operations. al fiom (9598 e Eom oN se)... 
by losses. and start-up costs on non-public ваге во ноти с 
cations operations principally раси and data рыны | 


services. The Mercury turnover was лает (1888 лору. З _ 
Turnover for the man of 2. 1989: ann walled E 





investment in | Talacominunications ot Jamaica was 
treated as an associated company bul in view of ihe Е 
increased shareholding this has been consolidated in c 
regional trading profil in the six months to МИЊО 
September, 1388. 


















| Education 


USC IBEAR PROGRAM 


Executive Education for the Pacific Century 


Thirteenth Annual | 
IBEAR MBA Program 
August 1990 - July 1991 


Unique one-year mid-career international MBA program 
emphasizing Pacific Rim business. IBEAR alumni are 
employed by more than 300 firms in 30 countries. 


Third Annual 
Asia/Pacific Business Outlook Conference 
March 5-7, 1990 


150 workshops and seminars by executives, USC faculty, 
and the Senior Commercial Officer from each U.S. embassy 
in Asia. Co-sponsored by the U.S. Department of 
Commerce. ” 


Sixth Annual 
IBEAR Pacific Rim Management Programs 
June 1990 


Five executive education programs on doing business with 
Japan, Korea, Taiwan, China and Thailand. 360 executives 
from 200 firms have attended these programs since 1985. 


International Business Education and Research Program 
Graduate School of Business Administration 
University of Southern California 
Los Angeles, California 90089-1421 
Telex: 4720490 USC LSA 
Phone: 213/743-2272 
Fax: 213/749-5887 





E Personal 


IMMIGRATION ТО BRITAIN 
Do you need sound advice on UK Immigration 
matters? И so, come to the Professionals. 
Former senior officials of the UK Immigration 
Service will assist with every aspect, includ- 
ing business investor cases, work permits, 


COPYRIGHT REPRINTS 


The combined efforts of the Far 
Eastern. Economic. Review's large 
and highly skilled editorial team 
have made it the premier source of 
information for those who do busi- 
ness, or have an interest, in or with 
Ама. 


overseas company representatives and ай in- 
dividual requirements. Ask for Gur information 
zl] даж. 

+ COOPER HARRISON А CO Suite 316, Pre- 
mier Mouse 10 Greycoat Place, London 
SWAP Tal: (04) 222 8866 Fax: (01) 222 5358 





As a testimony to the publication's 
editorial quality, many Review arti- 
cles have, over the years, been re- 
printed in newspapers, magazines, 
educational textbooks, newsletters 
etc throughout the world. 


Publication 


Should you as an editor, publisher or 
on behalf of an organisation, educa- 
tional establishment etc wish to en- 
quire about our reprint and 
copyright charges, please address 
your correspondence to: 






THESTRUGGLE FOR ASIA 
1400 Rare & ОР books. 
List from Oxus Books, 
121 Astonville St, London 50/18, 








Managing Director 






GPO Вох 160, Hong Kong 
Tel: 5-8328300 Бах: 5-8345987 
Telex: 62497 REVAD HX 


We welcome enquiries from all in- 
terested parties and assure you of 
our prompt, individual attention. 


ff you have something 
to say... say it 
in the Classifieds! 












West Surrey house. One third acre. 
Five beds, three baths, two large re- 
ceptions. Heathrow Airport nine 
miles. London forty minutes. Golf 
Ascot, Sunningdale. Ideal enter- 
taining. Freehold £285,000, Ring 
Isle Brewers (04608) 721, 








Review Publishing Company Limited = 





| 5% Property 


CANARY ISLANDS — SPAIN 
The Canary islands are considered the most popular holiday desti- 
nations for Europeans, due to its subtropical climate and good com- 
munications. 
In the best areas of Lanzarote and Fuerteventura, with an already 
well developed touristical infrastructure, we offer for sale or joint 
venture plots of land from 23,000 to one million те. All plots are au- 


thorised for construction and are suitable for hotels, residences and | 
commercial areas. Excellent prospects for long term investors. 


Please contact: Alexborg Holding, S.A. 
Costa Brava, 13, 59D 
28034 Madrid (Spain) 
Phone: (34) (1) 735.04.61 
Telefax: (34) (1) 734.29.36 


U.S. REAL ESTATE 


Investments for Overseas Investors 


I could help you find hotels, 
offices and apartment buildings - 
from 5 million to 200 million. 
For Free Information 





Contact: Mr. Tommy Lee 
TARGET HOLDINGS, LTD. 
17 East Broadway, Suite 506 
New York, N.Y. 10002 


| Tel: (212) 406-0067 Fax: (212) 406-0217 Telex: 226078 AEGIS UR 





FOR SALE This space is reserved for 


Classified Advertisements 





Reservations should be 





addressed to: 
international Classified Manager 
Far Eastern Economic Review. 
GPO Box 160, Hongkong 
Tet 8-8328300 Telex 62497 REVAD HX 






Investment Opportunity 


TOTAL LOAN PACKAGES 


We provide loans as well as guarantees for principal repayment 
and interest payments: 

ш Principal self liquidating — Only interest payable 

ш Minimum US$5 millions — Maximum 05850 millions 

m Eight to Ten weeks to completion 

a Uncomplicated procedures w Broker enquiries invited | 


Enquiries to Trust Officer 
Fax: (662) 236.5833 Tel: (662) 235.7598/7599 


Readers are recommended 

to make appropriate enquiries: and take appropriate advice before 

sending any money, incurring any expense or entering into a binding 
commitment in relation to an advertisement. The Far Eastern Eco- 
nomic Review shall not be liable to any person for loss or damage in- 
curred or suffered as a result of his/her accepting or offering to ac- 
cept an invitation contained in any advertisement published in the 
Review. 
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HOTEL MANAGEMENT 


Our client, an international property and hotel group, has embarked on 
а major expansion plan in the Pacific Кіт, А proposed four-star hotel de- 
velopment project in Hong Kong has led to the requirement for a high 
calibre individual to oversee the construction programme and play a 
g role in the inception of the hotel. 













eporting to the Board of Directors, the incumbent will be fully respon- 
: sible for coordinating the project, liaising closely with architects, consul- 
tants, contractors and suppliers. In establishing this superior facility, the 
| appointee will introduce optimum systems and staffing levels, and act 
. asthe General Manager of the hotel. 


with at least ten years’ experience in the industry. Possessing a relevant 

< tertiary academic qualification, they should ideally have a proven track 

< record in launching new hotel projects. Nationality i isnotimportant, but 
fluency in English and excellent communication skills are a prerequisite. 

>. This position can open the door to long term career opportunities with 

; the group, and the successful candidate can expect to receive a very at- 

_ tractive remuneration package. 


Please reply in strict confidence with full resume and contact telephone 
number to: 


Eliza Cheng. 
Ernst & Whinney 
Ew: Ernst & Whinney р cutive Search Division 


ен Comulans — 15/F Hutchison House 
Hong Kong 


COMMODITY IMPORT ADVISERS 
International Organization seeks short term 
| top advisers in commodity trading (wheat, 
Corn, rice, sugar, vegetable oils and seeds) 
„for assignments of up to 4 weeks at a time. 
Applicants must have 10 years trading ex- 
perience at senior levels in any of the above 
markets, be knowledgeable in contracts, ten- 
der terms procedures, freight, import financ- 
| ing, bi-lingual (English/French) and willing 
“to travel extensively i in developing countries. 
_ Preference will be given to applicants who 
| are currently employed in commodity import 
| corporations/agencies. | 
| Interested persons are invi ed to send their 
| resumes, listing credentials and work experi- 
| ence to: Ме. Kimso NILSVANG, Chief 
| _ Experts Recruitment Unit 
UNCTAD 
Palais des Nations 
1211 GENEVA 10 (Switzerland) 














Suitable candidates should be senior hotel management executives, | 
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1. Alphabetical listings of companies and 
organizations. 

2. Geographical listings of names and 
numbers. 

3. Numerical listings of telex numbers. 


4. Alphabetical listings of telex 
answerbacks. 





You can get this extremely useful book by simply completing the order 
form and sending it along with your payment to China Phone Book Со», 
па. GPO Box 11581, Hong Kong. 
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То: China Phone Book Co., Ltd. GPO Box 11581, 
| Hong Kong. 
| Please rush me copv/copies of the China Telex and Fax Deo 
еи 1989/90 as indicated: 
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The China Phone Book Co, Па is a wholly owned subsidiary: 
Review Publishing СО, Ltd. 





Man behind the mask 

Exiled radical dissident Kuo Pei-hung, who 
slipped into Taiwan a month ago in defiance 
of an official exclusion order, turned up fora 
pre-announced appearance at a political 
campaign rally and then escaped again right 
under the noses of an estimated 3,000 riot 


| policemen. 
Kuo, 34, Lo his large audience, with 


gue in which he de- 
nounced as a waste 
of taxpayers money 
the NT$2.2 million 
(US$84,130) reward 
that the government 
has offered for his cap- 
ture. 
Police tried to 
storm the stage and 
`” grab him, but they 
were pressed back by the crowds. At the 
end of the speech, the lights abruptly went 
out in the rally hall and about 1,500 support- 
ers donned paper masks labelled with the 
Chinese characters for "Black List," con- 
founding the police. 
Kuo, a native of Tainan, launched his 
| political career as a student politician 
and agent for the ruling Kuomintang (KMT), 
first at the National Taiwan University, 
| where he studied civil engineering, and later 
in North Carolina, where he went for 
| graduate work. He broke with the ruling 
party over its infiltration of student groups, 
and lost a libel suit brought by the KMT in a 
| US court over allegations he made in a cam- 
pus poster. He went on to join the Formo- 
san Independence League and became its 
| president in 1987. 
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Chairman’s rising stock 


Deryck Maughan, 41, is on a winning 
| streak. The chairman of Salomon Brothers 
| Asia has built a booming stock and bond 
trading operation in Tokyo which has 
| helped boost profits for the otherwise em- 
battled New York-based investment bank. 
| This has not been an easy feat given Japan's 
| reputation as a market which chews up and 
| spits out most foreign brokers. 

The British-born Maughan joined Salo- 
mon in 1983 as its New York manager of 
corporate and international mixed income 
| products. He moved to Tokyo three years 
later to start up Salomon’s Asian operations 
апа has since won the firm a seat in Japan's 
government bond syndicate and on the 
| Tokyo Financial Futures Exchange commit- 
| tee. He has also presided over profit growth 
that has far outstripped the gains made by 
| the handful of other money-making US 
brokers. | 

After completing his undergraduate and 





82 


a 45-minute haran- 





graduate degrees at London and Stanford 
universities respectively, Maughan served 
four years as an investment banker before 
spending a decade at the British Treasury. 
There he developed an elegant, plain-spo- 
ken style which, while being somewhat at 
odds with Salomon's rough and tumble 
image in the US, has obviously served the 
firm well in Tokyo's more diplomatic finan- 
cial arena. 


Too liberal, too harsh 


Li Hou, the No. 2 at the Hongkong and 
Macau Aífairs Office under the Chinese 
State Council, cannot win whatever he 
does, or so it seems. After the 4 June mas- 
sacre in Peking, he was reputedly ordered to 
write self-criticisms by communist party 
hardliners who thought he was too liberal. 
Now he is under fire in the territory for un- 
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compromising remarks on the colony's fu- 
ture after the 1997 hand-over. 

In mid-November he appeared to have 
overstepped the mark when he attacked a 
speech made in Washington by Hongkong 
Governor Sir David Wilson as a breach of 
the 1984 Sino-British Joint Declaration on the 
future of the territory. To wriggle out of the 
resulting furore, he accused Hongkong 5 
two English-language newspapers of “wan- 
ton fabrication.” In a similar row in 1987, he 
accused the official Chinese magazine Out- 
look Weekly of misquoting him. 

Li, 66, was born in Shandong province 
and first came to political prominence in 
1960 when he was made a member of the 
standing committee of the Sino-African 
Friendship Association. He was involved in 
the 1983-84 Sino-British negotiations on 
Hongkong and in 1985 took over his pre- 
sent job. 


FAR EASTERN ECONOMIC REVIEW 


Back from the cold 


.earned her masters 


























The appearance of Tsendiyn Molom, 57 
London in early November as part of a М 
golian delegation illustrated the vicissitu 
of the political scene in his home country 
graduate of the Soviet education syst 
with a degree in economics, he held h 
level government posts from 1969-83, ir 
cluding the finance portfolio. In 1983, how 
ever, he dropped out of sight when he ма 


lutionary Party (MPRP) Central Committee | 
though the year before he had 
awarded the Red Banner of labour on 
50th birthday. | 

Under Mongolia’s former MPRP gener. 
secretary, Yumjaagiyn Tsedenbal, such arb | 
trary dismissals were not uncommor | 
Molom was relegated by the increasing 
paranoid Tsedenbal to a nondescript job 
from the levers of power. 

In 1986, Molom resurfaced as depu: 
head of the Mongolian Civil Air Transpos 
Directorate. He was transferred to the Minis: - 
try of Foreign Economic Relations and би} 
ply, where his first task has been to nego 
ate new trade agreements with Japan, Мог | 
golia's biggest non-socialist trading partner | 





Diplomat digs in her heels 


Singapore's Ambassador to the UN Chas 
Heng Chee was accorded a large measure 
of the credit for the general assembly’ sre 
cord-high mid-November vote in support c 
the tripartite Cambodian resistance. coa : 
tion. But such a personal triumph has ем к 
her with few illusions. "168 still a men’ 
dub," the academic-turned-diplomat ex: 
plains without rancour. 

Chan, 47, is Singapore’s first womame 
UN permanent representative. Beforw: 
taking up the post this year, she wa. 
director of Singapore’s Institute of Police) 
Studies and head 
of the national uni- 
versity’s political sci- 
ence department. She 









degree at Cornell Uni- 
versity in New York . ' 
and her doctorate at. 
the University of Sin- 
gapore. 

Chan’s career as an 
academic and award- 
winning author specialising in political 
issues honed her for the. ambassadorship.. 
She is already on her way to winning the 
respect of even the crustiest members of 
the “men’s club” after her intensive and 
persuasive lobbying оп the Cambodiary 
issue and an incisive speech to the general 
assembly. в 
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No matter where you do business, or what kind of business you do, 
chances are Fuji Bank can offer the services best suited to your 
particular financial requirements. 

In 40 cities overseas, we're developing innovative systems and 
strategies offering services uniquely fitted to each of our markets. 

And all our services are backed by Fuji Bank’s strengths as one of 
Japan’s most profitable commercial banks. 

Responding to a changing financial world with innovative thinking 
and custom service. 

That's just one of Fuji's many advantages. 
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LETTERS TO THE EDITOR 


Enslaved by invisible men 

In Burma for 27 years, the army has fought 
insurgents and dissidents with guns, but 
what has kept the people permanently en- 
slaved is fear of the Military Intelligence (МІ). 
During the 1988 uprising, the Bureau of Spe- 
cial Investigation had an undercover contin- 
gent marching with the people. But the MI 
officers stayed in the shadows scribbling 
away in their dossiers. 

Later the voices of MI officers could be 
heard on state television, questioning stu- 
dents who had returned “voluntarily” from 
the Thai frontier. The students sat in their 
studio chairs and replied numbly as di- 
rected. But their inquisitors’ faces were 
never seen, and the sound was set so that 
their voices echoed oddly as if in a cell. 

From a number of whispered accounts 
given to business travellers, it seems that the 
normal form for what the MI describes as in- 
vestigation, not an interrogation, of some- 
one who is suspected of having too much to 
do with foreigners goes something like this. 
An army truck full of, say, a dozen men in 
plainclothes, but with one or two in army or 
police uniform, rolls up at about the time of 
the 10 p.m. curfew (which serves no other 
evident purpose but to help the army move 





about secretly at night). They search the 
house for a couple of hours and question the 
occupants. The ones they want they blind- 
fold and take away. Neither the detainees 
nor their families are told the destination of 
those taken. 

Detainees are put in a cell each, where 
they are allowed to take off their blindfold, 
which is sometimes in the form of a hood 
down to the shoulders. But they must put it 
on again if there is a knock at the door, and 
they must wear it to go to the lavatory as 
well as for the interrogations. Some are not 
so lucky: they are chained and questioned 
for several days and nights on end. Food 
and drink are provided, but sometimes not 
for the first 18 hours. 

The questioners, never visible to the de- 
tainees, work in relays, bombarding the sus- 
pect with questions and accusations. Tape 
recordings of conversations between a de- 
tainee and a foreign businessman may be 
produced. 

Finally, the victim is released, and or- 
dered to tell no one what happened. This 
was just an inquiry, not an interrogation, 
they tell him. Next time it might be different. 
Generally, his friends and relatives do not 
ask him either, and the reign of fear and 





A GLORIOUS BEGINNING 


The day will start on a high note with 
breakfast overlooking the early morning 
bustle of Victoria Harbour. 

Great views, however, will be only one of 
many reasons why Hong Kong s New World 
Harbour View is set for such a glorious 
beginning. 

High atop the sprawling Hong Kong 
Convention and Exhibition Centre, we will 
also offer vou exquisite restaurants and the 
leisure delights of swimming. tennis, 

a jogging trail and golf driving range. 

All so you can carry on each day as you 

begin it — gloriously. 
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silence is perpetuated. The State Law ane 
Order Restoration Council seems not ім 
grasp that foreign business visitors soon ge 
told about all this, either from the few bolc 
er Burmese or from one of the couple « 
hundred resident foreigners. The MI reign c 
fear must be a major reason why so few fom 
eign companies have taken advantage of they 
new liberal investment law. 

Calcutta ‘A BUSINESS TRAVELLE# 





Brutal truth about the Khmer Rouge 
The contention of Singapore Prime Ministe 
Lee Kuan Yew that “the reason why th 
Khmer Rouge have to be included in a politi 
cal settlement is that otherwise the оо ей 
ting will continue” is dangerously naive ane 
counter-productive. On the contrary, the ins 
clusion of the brutal Khmer Rouge would be 
to institutionalise the bloodletting. 

If included in a coalition, as Lee suggests 
the Khmer Rouge, being the most powerfu 
faction militarily, would exert total contro 
without much difficulty. Anyone naive 
enough to believe Lee should read a repor! 
by the International Committee of the Rec 
Cross on the refugee camps in Thailand con: 
trolled by the Khmer Rouge. "Repression, 
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The pencil costs 146. 
The eraser, millions. 


Mistakes make products late, more expensive and inferior. 
Leaving customers dissatisfied, reputations damaged. Since there 
are no quick fixes, only costly ones, what’s a business to do? 

At the CIGNA Property and Casualty Companies, we have a very 
шшш basic goal: Get it right 
КОО the first time. 





ENS Granted, породу 
СОЈ perfect. Butit’s surprising 
= how many mistakes can’ 
ПИ be prevented. 
eee best solution, rather than 
the most expedient one. 


Whether we’re 
providing protection for 
small and medium-size 
businesses, or meeting 
the risk management 
needs of the largest 
corporations, the 
benefits are the same: 
Answers that are fast 
and accurate. Service that is responsive. Value that is real. And 
customers who are satisfied. Anything less would be a big mistake. 

To learn more about the CIGNA Property and Casualty Companies, 
contact the CIGNA office nearest you. 

After all, anyone can pay for lots of pencils. But who can afford 
all the erasers? 


We get paid for results: 
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AEROSPACE BIOTECHNOLOGY 





GARMENTS & TEXTILES HOTELS & HELICOPTERS INDUSTRIAL ROBOTS JET PARTS 





OPTICAL FIBERS PESTICIDES QUALITY CONTROL ROAD CONSTRUCTION 





WORLDWIDE NETWORK X-CAVATORS YARN & YACHTS ZERO-DEFECT EFFORTS 
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CARS, TRUCKS & BUSES DIESEL ENGINES ELECTRONICS FORKLIFTS 





KEYBOARDS LASER-CUTTING MACHINES MICROCHIPS NEGOTIABLE BONDS 





SHIPBUILDING TELECOMMUNICATIONS & TOOLS URANIUM DEVELOPMENT VALVES 


THAT'S Some of the most respected names in the business 

| world have formed partnerships with Daewoo. And no 
WHO! wonder. Daewoo is highly innovative, quality oriented and 
technologically advanced in practically everything from A to Z. And 
at the rapid rate Daewoo keeps innovating, it might not be long 
before we have to invent a whole new alphabet. 
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Holiday Inn Metropolitan Tokyo 


In Tokyo, a first-class 
hotel says a lot about the 
way you do business. 


Among Tokyo's most prestigious hotels, Holiday Inn Metropolitan 
is fast emerging from the crowd. 

From spacious, well-appointed guestrooms, the ancient and 
modern delights of Tokyo are all waiting when business is completed. 
The railway / subway hub station of Ikebukuro 15 only a moment's 
walk from the Metropolitan's grandly proportioned lobby and seven 
exceptional restaurants. A direct limousine bus service runs from Narita 
airport. 

Attentive, inconspicuous service and a complete атау of state-of- 
the-art facilities provide the support you need to work and relax in style. 

Holiday Inn Metropolitan puts you in position to do business 
with Tokyo's elite. An excellent reason 
to choose us first. 


LOCATION • COMFORT * VALUE «^ 


The Worlds First Choice 


+ Ао бол Sw. 
Metropolitan Tokyo 
For further information and reservations: 
Contact your travel agent, or our Regional Sales Office, ЖҰҚ, Tower 3; China Hong Kong City, 33 Canton Road, Kowloon, Hong Kong. 
"ek 3.7366855, Тік: 43786 НИКО HX, Fax: 3-7352806; ог Holiday ша Metropolitan Tokyo, 6-1 NishiIkebukueo, Lchome, Toshima-ku, 
Tokyo 171, Japan, Tel: (09) 9804111, The: 272-2787 HELMET } Fax: (033 980-5601 
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Malaysia: (3-2939233 Singapore: 7377966 Hong Kong: 37365855 Linited Stares: 1-800- HOLIDAY Sydney: 02-261-4922 Tokyo: 03.548501 





| must first combine with the people in 



















denouncements, disappearances, systema: 
tic disinformation [and] prohibition of al- 
contacts with the outside world are used іс | 
maintain the population in total isolation, 
fear and insecurity." The report cites eyewi 
ness accounts of “whole families, including; | 
children, being beaten by prison guards 
until they were unconscious." 

If, as a mere resistance partner and one 
totally dependent on Thailand for its con- 
tinued existence, the Khmer Rouge con- 
tinues brutally to treat the people under 
their control, there is no reason to believe: 
that they would behave otherwise in gov | 
ernment. But the Khmer Rouge would 
never allow a free election in Cambodia any- 
way, as they would face a crushing defeat. . 






























Rodney Taskers statement in Qualified 
support [23 Nov.], that Finland and Sweden 
abstained for the first time this year on the | 
UN resolution on Cambodia is incorrect. 
Finland abstained from 1979-88. den 
abstained іп 1979, then voted with t 
majority from 1980-88. 


Honolulu MICHAEL HAAS 


Views were not those of agency 
In his report The centre takes all [30 Nov.], 
Michael Vatikiotis has mistakenly attributed 
to the UN Development Programme (UNDP): 
the comments and recommendations of a 
consultancy firm which undertook a plan- 
ning study in Irian Jaya. Although the study | 
was funded by the UNDP, at the request of- 
the Indonesian Government, the views and 
recommendations of the study do not con- 
stitute the UNDP position in this regard. 

I should also clarify that the UNDP does 
not have any officials stationed in Jayapura. | 

А. SELVANATHAN 

ИМ Development Programme 


Government permanently banned Chia 
from entering Malaysia. This was before 
Singapore acted against him. s 

In the second speech in Singapore, Chia 
said: ". . . in order to topple the reactionary 
regimes [in Malaya and Singapore] we 
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La worker-peasant alliance 
| ‘unfold a struggle by coordinat- | 
iggle experience of the Vietnam- | 
> with our local condition, we | 
ve that all obstacles will be over- | 











etails of Chia’s statements in Ipoh were | 
ipplied (о the Internal Security Depart- | 
ient (ISD) by the Malaysian police. His | 
speech in Singapore was printed i in the bul- 
n of the Singapore Commercial House | - 
за Factory Workers’ Union. Chia did not, | — ме) 
ndeed cannot, deny making these specific a 
statements. 
"Са complains that the grounds for his 
' letention issued to him in 1966 did not al- | 
сере that he was a member of the Com- | 
_ munist Party of Malaya (СРМ). Chia was con- | 
"ronted with this in 1968, the moment the 
*overnment obtained evidence of his mem- 
| етир! in СРМ. 
_ Kenneth Roth [Lerrers, 23 Nov.] sug: 
тезі that Chia’s СРМ membership was а 
related fabrication by the Singapore Gov- | 
жөтелі. If Chia was a harmless democrat, | 
vhy did seven successive directors of the ISD 
ecommend his continued detention all 
hese years, when they recommended the 
'release of hundreds of other detainees held | 
ander the Internal Security Act? If our intelli- 
„сепсе officers had been capricious and to- | 
cally wrong, mistaking a harmless demo- | 
ста for a dangerous communist, as Roth 
“suggests, then the CPM would not now be 
engaged i in surrender talks and about to dis- 
pand themselves. SEAH THIAN PAU 
Press Secretary fo the 
Minister for Home Affairs 
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А sound banking system matched to new har 


Trade financing? Syndicated loans? International securities? 
in these and other areas of international banking Saitama Bank 
has established its capability and credibility worldwide, For over 
40 years we've built our solid base and sound banking system in 
the Tokyo metropolitan area, Japan's vigorous economic center 

Saitama Bank is fast-growing and forward-looking: Cha nos 
oriented.Positive. And assertive — as seen in our electronic 
banking technology. Grow together with Saitama Bank — sound, 
experienced and flexible in matching its services to new 
banking needs. 
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Democracy is not for everyone | | 
The elections in India and the 1 November | | 
no-confidence motion against Pakistan | 
Prime Minister Benazir Bhutto make one | 
wonder why nobody has the courage to say | 
that democracy is not suitable for many || 
countries. | | 
Pakistan, for instance, had the best time | 





during the 1958-69 government of the late 
general Ayub Khan. He could govern ac- 
cording to his best abilities and did not have 
to make political concessions to all and sun- 
dry; he certainly did not have to lock up his 
supporters for fear of them being bought. 
Furthermore, human rights were more re- | 
spected then than now. | 
Bangkok R. TSCHANNEN 
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The story that never was 
In the contents panel of the 9 November 
issue, readers were promised a report under 
the heading "India: Election.” I turned to the 
page and there was a story on Hongkong. 

What went t wrong? 
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The latest coup 
attempt against 
President Corazon 
Aquino's 
government has 
plunged the 
Philippines into 
political and 
economic crisis. 
Compared with the 
gocce > five previous 
attempts to overthrow Aquino, the 
rebellion that began on 1 December 
appears more determined, better planned 
and more widely supported by senior 
military officers, civilian politicians and 
financiers. It will also affect relations 
between the US and the Philippines, as the 
air cover given to government forces by 

, American aircraft from the huge Clark air 
base has stirred up the latent nationalistic 
emotions of politicians in Manila. Manila 
bureau chief John McBeth reviews the 
week's events, looks at the indications of 
who is involved in the coup attempt, and 
assesses the impact on Aquino's 
presidency — whether the uprising will 
prove a crippling blow or the event that 
finally puts some steel into her 
administrative approach. Correspondent 
Rigoberto Tiglao examines the effects of 
the fighting on the country's economy, 
focusing on how foreign investors are 
likely to react to this latest example of 
instability. From Washington, Susumu 
Awanohara looks at the US reaction and 
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Corrupt Customs 


Indonesia’s decision to return customs 
responsibility to the Department of 
Customs and Excise, under the Finance 
Ministry, is meeting opposition from 
Indonesian importers. In response to 
allegations of widespread corruption by 
customs officers, the government in May 
1985 handed over all customs duties to the 
Geneva-based Society Générale de 
Surveillance (SGS) under a three-year 
contract. In 1988, over objections from 
parliament, the government extended the 
contract but earlier this year announced 
that the 505 contract would not be 
extended again in 1991. The association of 
importers, however, says its members 
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Manila under siege (12). 


response to the coup attempt, particularly 

at how it may affect the upcoming 

negotiations on the US military bases. 12 
Cover photograph by Jose Reinares. 


Regional Affairs 


Singapore : Libel Case 
Prime Minister Lee wins a libel action 
against the REVIEW 21 


Taiwan: Elections 

The opposition’s surprisingly strong 
showing at the polls reflects growing voter 
discontent with the ruling KMT 
government 22 


Japan : Politics | 
Тһе LDP works out an arrangement with 
the Komei Party allowing it to retain a 
working parliamentary majority and 
reduce the socialist parties’ ability to form 
an effective opposition coalition 23 


overwhelmingly support retaining SGS for 
its more efficient inspection procedures. 
Although the Finance Ministry is not 
expected to reverse its decision to terminate 
the current comprehensive SGS contract, 
the government has decided to return 
inspection duties to the department only 
gradually, beginning in 1991. 


Send in the ‘B’ Team 

Officials at the US Embassy in Tokyo are 
incensed by a request Richard Gephardt, 
the majority leader of the House of 





азу 


Representatives, has made to the Library of 


Congress to set up а "B team " office in 
Tokyo to provide congress with an 
alternative source of information to that of 
the embassy. The "B team" idea of 


providing tougher analysis of the US-Japan 
relationship recently appeared in the Foreign 


Service Journal, a US State Department 
publication. Although the author was 
Kevin Kearns, a department staffer, 
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China : Media 

Communist party leader Jiang Zemin 
makes a sweeping attack on the press and 
demands it return to the fold 27 


India : Minority Government 

Prime Minister V. P. Singh's new minority 
government faces many hurdles of policy 
and personalities as it assumes office 28 


Cambodia: Resistance 

While attention has focused on Khmer 
Rouge activity on the Thai-Cambodian 
border, recent guerilla attacks in provinces 
surrounding the capital pose a greater 
strategic threat to the Phnom Penh 

regime 33 

Indonesia : Muslims 

The government's effort to woo the 
country's leading Islamic organisation is 
seen as a move to secure Muslim backing 
ahead of the 1993 presidentialelections 34 


Malaysia: Insurgency 

The remnants of the Communist Party of 
Malaya, led by Chin Peng, formally end 
their decades-long struggle in the jungles 
of Malaysia and the Thai border. Attention 
now turns to where they will be resettled, 
with the Kuala Lumpur government 
anxious to avoid a public backlash over 
doing a deal with the communists, who in 
the past have killed many civilians 36 


Hongkong: Politics 

Divisions and a lack of leadership and 
direction bedevil the local democracy 
movement 38 


most of the views were those of arch 
rightwing senator Jesse Helms and his 
staff. Helms was a leader of the group in 
congress trying to torpedo the US-Japan 
co-production of the ЕЅХ strike aircraft early 
this year. 


Foreign Assistance 

Taiwan computer giant Acer Group has 
hired management consultants Alexander 
Proudfoot to help iron out bugs in its 
operational systems. The one-year, US$3.8 
million contract involves 30 consultants 
from Proudfoot and is running in 
conjunction with an in-house management 
retraining programme. But while some 
have praised the move as a positive effort 
to solve recognised problems in the 
company, other managers are resentful 
that foreigners have been hired to reshape 
the company’s systems. Acer chairman 
Stan Shih hopes the consultants will help 
eliminate inefficiencies in areas like 
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_ Rangoor f-hearted liberalisation fails 
. to tempt foreign investors. 90 
Australia: Finance 

- Markets grow wary of lending to... 

- Australia’s highly pum 

. entrepreneurs 92 


Sri Lanka: Commodities 

The country’s state-run tea plantations аге 
_in desperate financial straits 94 

- Indonesia: industry 

Liquefied natural gas is expected to. - 

_be the top foreign-exchange earner 1 02 
Japan: Companies 


-Business is booming for Japanese bicycle- 
maker Shimano Industrial 103 





production and material-requirement 
planning that have arisen from the 
company's. fast-paced expansion. 


: Cambodian Conflicts 


"Indonesian Foreign 
Minister Ali Alatas i is 
-under considerable 
pressure now to 
soften his insistence 
“опа comprehensive 
solution of the 
Cambodian conflict. 
` As interlocutor in the 
= Asean-sponsored 
| process, Alatas 






Alatas. 







'y-step solution would be 

e Ме. But with Thai Prime Minister 
z Čhatichai Choonhavan’s gradualist 
-arguments gaining ground, it appears the 
х Foreign Ministry in Jakartais reconsidering. 
5 Тһе ministry recently held a closed-door 
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; "Я | alistan: legalises gold imports i ina bid t to 
curb bullion smu епа | 








Malaysia: Property _ 

А second Malaysi; | property trust, aimed 
at foreign investors, lists on the Kuala 
Lumpur Stock Exchange 105 





‘Mongolia: Policies - 





mits that official statistics | 














imme is plagued by turbine flaws 


E and generator glitches 107 
.. Taiwan: Markets 


Taipei stock prices gyrated wildly. as. 
pre-election jitters and government 
indecision unnerved investors 114 


Australia: Companies 

Alan Bond loses boardroom control of 
subsidiary Bell Resources and faces a 
hostile bid for his media company 115 


Hongkong : Aviation 


Тһе future of Dragonair seems secure after 


Citic, China's overseas investment arm, 


said it was interested in buying a sizeable 


stake in Hongkong’s struggling | 
airline 115 


2 Asia-Pacific: Commodities 


Indonesian coffee growers make little 
headway in their campaign for a bigger 
export queis 116 


meeting to discuss ways of matching 
Chatichai's line without appearing to 
reproduce it. There is some pressure also 
from Vietnam. Hanoi is said to be tiring of 
the lack of progress in negotiations 

under Alatas' chairmanship. Meanwhile, 
all sides are reluctant to move quickly to 
another informal meeting in Jakarta and 
prefer instead to see who will make the 
best progress on the battlefield in 
Cambodia. 


The Fed Goes Offshore 

The Federal Reserve Board, the US central 
bank, is expected to set up in Tokyo its first 
overseas office next year. The main 
decision yet to be taken is whether it 
should be run by the Washington 
headquarters or by the Fed in New York, 
which is responsible for open-market 
operations. Currently, the US Treasury 
attaché in the US Embassy in Tokyo 
services the Fed's needs. 
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General Unease 
The signing of the 2 December peace 
accord by the Communist Party of Malaya 
(CPM), Mal avsian Government and Thai 
s was held up for several months 
because the communists failed to see 
eye-to-eye with the commander of 
Thailand's Fourth Army, which covers 
southern Thailand. Leaders of the СРМ, 
including secretary-general Chin Peng, 
complained about the attitude of former 
Fourth Army commander Lieut-Gen. Visit 
Arikhumwong during the y ear-long secret 
peace talks. It was only after he was 
replaced by Lieut-Gen. Yutthana 
Yampundhu i in the annual senior Thai 
military reshuffle on 1 October that the cpm. ~ 
agreed to sign the final peace accord. 
Yutthana once served as the defence 
attaché in the Thai Embassy in Kuala 
Lumpur, and has a wide kn 
of the CPM and Malaysian affa 
general. 










resident Corazon Aquino appears 
to have staved off the sixth coup 
attempt of her four-year rule 
| following crucial US military inter- 
vention, But it took three days of bloody 
street fighting to gain the upper hand, and 
-. With élite rebel special forces troops still oc- 
_cupying the Makati financial district, gov- 
епител! force continue to face the prospect 
of a prolonged siege. 

_ With fighting continuing into a sixth day 
· despite earlier government statements 
that the coup was crushed — an exhausted- 
oeking Aquino declared a state of national 
emergency across the whole country. Pow- 
5 specifically invoked allowed only the 
temporary takeover of public utilities, and 
government spokesmen emphasised that 
the measure fell far short of martial law, with 
Nights of habeas corpus not revoked. But 
even so, it was an admission of continuing 


А few hours before, Aquino also made 
an emotional appeal on television for the 
public to rally in her support on 8 December 
around a Roman Catholic shrine on Mani- 
Ja's Edsa Boulevard, where “people power" 
-mass demonstrations backed her successful 
campaign to overthrow the late president 
Ferdinand Marcos in February 1986. In 
doing so, Aquino was taking up the chal- 
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Iron hand of. / á iendship 


GE The long-term implications of the Philippines coup attempt on 
„` US-Philippine relations, the US bases issue and the country's 
. economy are now dominating US policymakers’ response to the 

_ still unresolved and potentially devastating rebellion. 
^. Of more immediate concern, however, is whether the conse- 
quences of the US provision of military support to President 
razon Aquino's administration represents a plus or a minus in 
alculus of relations between the two allies. An indication of 
| problems! that relationship now faces is evident in the conflict- 
g versions of how US aircraft were deployed in support of 
government troops. While US officials here are stressing the im- 
__ petus for intervention came not from them but from Manila, 
z Pilipino core = Manila ed greater US 





lenge of charges by the rebels that her gov- 
ernment had run out of credibility with the 
public. 

The 1 December mutiny by forces loyal to 
rebel former colonel Gregorio Honasan and 
a diverse cast of generals, disgruntled offi- 
cers and presumably backed by an as yet un- 
disclosed group of politicians and financiers, 
was the most serious threat yet to the 
Aquino administration. It left the spectre of a 
country still struggling to contain its turbu- 
lent political currents, and of a desperate 
president who at a critical moment had to 
call on the US to underwrite her survival. 

According to popular perceptions, 
Aquino will emerge from her most serious 
crisis weakened on all fronts, possibly in 
danger of failing to finish her term. But with 
her popularity already waning and people's 
power perhaps a thing of the past, it could 
also push her into shrugging off her "house- 
wife" image and begin things again with a 
much tougher approach. 

Now that the US has committed itself 
more than ever to Aquino, it may be that 
both Washington and Tokyo will exert pres- 
sure on the president to come to terms with 
the weaknesses of her administration. Un- 
less she does come down hard on corrup- 
tion and provide the firm leadership the 
Filipinos traditionally crave, then her survi- 
valis very much in question. 

But in many ways, it is not just Aquino's 
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presidency, but the body politic of th 
Philippines that appears terminally flawed 
unable to find the resolve, the new leader 
or the genuine commitment to democrati 
institutions to put the Philippines back or 
track and in control of its own destiny. Jus 
as depressing as the spectacle of bystander 
cheering on the combatants is the way 
Filipino public figures endlessly debate thei 
problems — yet seem incapable of doin; 
anything about them. 

By 6 December, the death toll in the fight. 
ing climbed towards 100, with about 50 
wounded, as battles between the rebel anc 
government forces spread from military 
camps and adjoining residential neighbour 
hoods in Quezon City into the Makati busi. 
ness district. There, as many as 450 Scou! 
Ranger troops occupied sniper position: 
atop luxury hotels, swank high-rise apart. 
ment buildings and office blocks, trapping 
foreign tourists and the wealthy élite, anc 
shooting at anything that moved. Given the 
fluid nature of the situation, the determina- 
tion of the rangers and their abundant am- 
munition stocks, and the presence of large 
numbers of residents trapped within theit 
perimeter, the crisis was clearly far from 
over. The longer it dragged on, the greater 
the risk of other elements of the military 
being tempted to change sides. 

Given the absence of any clear program- 
me from the self-styled reformists inis de- 


the US air operation began on 1 December, possibilis of farious p 
types of US military support were explored. Some Philippin 
cials apparently received the impression the US side was taking у 
the lead and presenting a list of options. However, оп 4 De- 
cember, a US State Department spokesman denied the air opera- ee 
tion was a US initiative. "The Philippine Government came to us 
with a request to neutralise the rebel air force. In our judgment, 
the best approach was to go! forward with a com bat: air patrol, and 
that is what we did,” he said. E 
There were reports that in Bie overnight к а between 
Washington and Manila, 
ing Defence Secretary Fidel Ramos — re 
measures, including air strikes against. rebel positions | 
direct intervention by US р ground f 
Embassy here denied all such терог rts. In. 
it no dated. E. CE 





e offi- 





Philippine officials -— n A 
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mands for the resignation of Aquino and her 
cabinet, the rebellion had all the hallmarks of 
a naked grab for power — well-planned 
militarily, but lacking in political expression. 
"There was no manifesto, no explanation of 
what their aims and objectives were," said 
one diplomat. "Just demanding that Aquino 
resign is not enough." 


n an interview with a Manila news- 
paper some weeks ago, Honasan had 
accused Aquino of tolerating corrup- 
tion and social injustice and had 
warned that another Coup was imminent. In 
August, Cagayan province governor and 
former Police Constabulary (PC) colonel 
Rodolfo Aguinaldo — the only senior official 
to throw his public support behind the coup 
attempt — also claimed that another rebel- 
lion was in the offing because of the presi- 
dent's failure to provide viable leadership. 

If Aguinaldo was quick to fall in behind 
the rebels, as he did in Honasan's 1987 coup 
attempt, politicians and financiers who may 
have had a hand in the rebellion generally 


Loyalist troops; Aquino decorates Honasan after the ‘good’ military mutiny of 1986. 
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remained on the sidelines. Because of this, 
Aquino is likely to find it difficult to make a 
case against high-level civilians she suspects 
of being involved, or to get to the bottom of 
allegations that a major corporation may 
have paid the Marines US$100,000 to join 
the coup. Certainly the presence of former 
air force general Jose Zumel in rebel ranks 
was a strong indication that a tactical alliance 
has been reached between Honasan's Re- 
form the Armed Forces Movement (RAM) 
and supporters of the late president Fer- 
dinand Marcos. 

Western military sources agree that the 
RAM officers’ main bone of contention, at 
least on the surface, is Aquino's failure to 
rein in her relatives — a charge she would be 
hard-pressed to defend. Indeed, only two 
weeks before the coup attempt, the presi- 
dent summarily dismissed National Tele- 
communications Commissioner Jose Luis 
Alcuaz after he accused four of her kin of 
corruption and influence-peddling. 

Sources with links to RAM confirmed that 
the officers intended to form a civilian-mili- 





tary junta, assisted by a civilian advisory 
council, which was to have ruled the coun- 
try until fresh elections could be held. But 
despite their reformist ideals, there is a con- 
viction among many, Filipinos that they 
merely represent a faction of the military 
which remembers the power it enjoyed dur- 
ing the Marcos years and wants it back. * 

Malacanang officials were bitter over ac- 
tions and remarks by opposition leaders, 
which illustrates the opportunism that per- 
vades Philippine politics even at the most 
difficult times. Senator and former defence 
secretary Juan Ponce Enrile, a long-time 
Honasan mentor, called a press conference 
as fighting continued to announce he was 
initiating impeachment proceedings against 
the embattled Aquino for seeking US mili- 
tary assistance without congressional ap- 
proval. 

In Hongkong, where disaffected vice- 
president and opposition Nacionalista Party 
leader Salvador Laurel and party vice-presi- 
dent Homobono Adaza were waiting for a 
flight to Manila, Adaza declared himself 
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which were due to begin later this month. Aquino and Ramos are 
already being savaged for calling for US help. Many analysts in 
Washington believe that not only are the bases not "in [the US'] 
hip pocket" as a result of US intervention, but they may become 
more difficult to keep either because Aquino, if she survives, 
must get tough to demonstrate her independence of the US, or 
because the political Right may now join the Left in opposing the 
US bases. | 

However, a contrary view held by some American analysts 
‘maintains that the fact Aquino needed the US bases to preserve 
her administration would help the US retain the bases. One 
Manila official agreed, saying the quid pro quo for the US keep- 
ing the bases must be Philippine national security, and the 
demonstration of US willingness to use the bases to meet internal 
as well as external threats to the country should increase their 
value. Some Philippine senators have circulated a memo saying 
they would “soften” their attitude on the US bases. “Before the 
coup, we were inclined to support a short one or two year phase- 
out period. We are now inclined to a five-year phase-out period 
in view of the urgent necessity to upgrade the equipment of the 
Armed Forces of the Philippines,” the memo said. 


Whatever the rebellion’s influence on US-Philippine relations, 
there is general agreement in Washington that it will have a de- 
vastating medium- and long-term effect on the country’s econ- 
omy. 

The disruption of investment flows could affect the multilat- 
eral assistance initiative for the Philippines, put together in July. 
US and other officials are increasingly convinced that sustained 
growth of the Philippine economy will depend not so much on 
concessional official aid as on private sector activity, including 
foreign investment. 

The coup will throw the budget further off balance by 
forcing up military expenditure and thereby exacerbating 
Manila’s difficulties іп meeting IMF conditions for pro- 
viding facilities to the Philippines. There is also consensus 
that whoever takes charge must redouble efforts pushing 
agrarian reform and delivering basic services in rural areas, 
while restoring investor confidence. However, it would appear 
likely that if Aquino prevails, the US, Japan and the EC could 
well feel obliged to increase their assistance to her govern- 
ment, both in direct grants and by taking a softer line on the 
country’s debts. п Susumu Awanohara 
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е Marcos-controlled legislature, Adaza 
aimed the coup had been planned for the 
ast year. 
‚ Although Laurel denied supporting the 
up, he said enough to risk impeachment 
self. "I am not ready to judge the right- 
eouness or wrongness of [the coup attempt] 
r what impelled them to do it," he said in 
Hongkong. "Democracy in its fullest and 


of the people to resort to extra-constitutional 
methods." 
. Clearly angered at the damage done 
ice again to the country's image and its fal- 
enng economy, Aquino said she would 
'exercise all the powers, prerogatives and 
nfluence of the presidency to its fullest ex- 
tent" in dealing with both the coup plotters 
апа with unidentified opposition leaders 
who she claimed had given "aid and com- 
the traitors." 
Officials said the civilian plotters had 
een identified and their names would be 
"leased as soon as they had been legally 
vefified. They would not disclose who was 
under suspicion, but one Aquino aide told a 
television panel: "It isa very significant list." 
_ Capital punishment is outlawed in the 
1987 Constitution, but the steel in Aquino's 
voice indicated that unlike the aftermath of 
previous coups — including Honasan's 
bloody August 1987 attempt — there would 
be noleniency this time. Ruling out negotia- 
tions with any rebel holdouts, an avenue of- 
_ ћаајв had mentioned as a way of avoiding 
_ further bloodshed, she said bluntly: “They 
have two choices — surrender or die." 


art of her anger may have stemmed 
from having to call on US help — a 
move that brought strong criticism 
from nationalistic Filipinos. Given 
he debt she must now feel she owes Wash- 
agton, Aquino is likely to find herself in a 
difficult position when US and Filipino 
negotiators begin talks over the lease of 
Subic naval base and Clark airfield, which 
expires in 1991. 

_ It was from Clark that US F4 Phantom 
fighter-bombers appeared in the skies over 
the Philippine capital after President George 
Bush, en route to Malta for his summit with 
Soviet leader Mikhail Gorbochov, agreed to 
Aquino's request for assistance. Although 
they did not fire a shot, the F4s and the 
White House's announced determination to 
save the Aquino government — clearly had 
à crucial intimidatory impact. 

Until then the rebels had taken the ini- 
.tiative. Formed around the Fort Bonafacio- 
based 4th Marine and 1st Scout Ranger bat- 
talions, two of the Philippine military’s best 
units, the 2,000-strong coup force moved be- 
fore dawn to seize Villamor airbase, the ad- 
acent international airport and a two-chan- 
al television complex. . _ 

· At the same time, three World War II vin- 
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complete sense does not preclude the right: 





> Palace, | 
meeting her advisers, and later joined a 
helicopter in attacking the PC headquarters 
at Camp Crame, the Armed Forces of the 
Philippines (AFP) headquarters at Camp 
Aguinaldo and the only remaining govern- 
ment-held television station. Surprisingly, 
no effort was made to capture a radio sta- 
tion, probably the most powerful medium 
in the Philippines. 

When the tide began to turn on the sec- 
ond day the rebels largely abandoned Vil- 
lamor, Fort Bonifacio and the television 
complex. But government forces had to re- 
pulse a heavy pre-dawn attack on Camp 
Aguinaldo, at one point using a 105 mm ar- 
tillery piece to knock out a Marine armoured 
vehicle, and then turn their attention to the 
ominous situation in Макан — a fallback 
position the well-armed rebels had obvi- 
ously planned if all else failed. 

"We are here for tactical reasons I can't 
reveal," said Lieut-Col Rafael Galvez, com- 
mander of the Isabella-based 4th Scout 
Ranger battalion and one of at least seven 
Honasan classmates said to be implicated in 
the rebellion. Apart from offering an excel- 
lent defensive position to counter the 10 bat- 
talions ranged against the rebels, the motive 
of occupying the heart of Makati also ap- 
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Laurel calis for Aquino's resignation. 
peared intended to embarrass Aquino by 
holding the city's financial sector hostage. 

Although the president and her two 
crisis managers, Defence Secretary Fidel 
Ramos and AFP chief of staff Gen. Renato de 
Villa, claimed to have knowledge of the 
coup 48 hours beforehand, the govern- 
ment's reaction was critically slow. For sev- 
eral tense hours, with both sides exchanging 
heavy machine-gun and rocket fire and the 
rebels making effective use of air power, 
diplomats felt the fate of the government 
hung in the balance. 

The coup attempt underscored the deep 
rifts in the military. The involvement of the 
Marines in particular, one of the two main 
components of the National Capital Region 
Defence Command (NCRDC), clearly caught 
defence chiefs off-guard. It was the first time 


the much-vaunted discipline of the Marines | 
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CRDC commande 
orig.-Gen. Rodolfo 1 until recently th: 
concurrent Marine commandant, was shat 
tered. 

Another complicating factor was the ap 
pearance on the rebel side of Brig.-Gen 
Marcelo Blando, commander of the Nuev; 
Ecija-based 7th Division which forms the 
rest of the NCRDC force. Blando's three 
brigade commanders remained loyal, bu 
the former Scout Ranger chief still managec 
to draw a mixed 400-strong force of infantry 
and rangers into the fray from his Camp 
Magsaysay headquarters, where Honasar 
launched the 1987 coup attempt. 


dding to the uncertainty was the 

takeover of the airport in Legaspi 

City on the southern tip of Luzon, 

unauthorised troop movements in 
the Mindanao province of Davao del Norte, 
and also the seizure of the Cebu interna- 
tional airport in the central Visayan region, 
where much of the Philippine Air Force 
(PAF) strike wing had been based only a 
week before. 

In Washington, Philippine Ambassador 
Emmanuel Pelaez said he was told by de 
Villa that apart from trying to minimise 
casualties, military leaders wanted to be cer- 
tain of the loyalty of forces in the Luzon pro- 
vinces before making plans to bring in rein- 
forcements. “When they got that assur- 
ance," the ambassador said, “then they 
started to move troops to the capital." 

But there were problems in the air as 
well. Although they did fire warning shots 
on their first sortie, PAF F5 jets launched from 
Pampanga's Basa airbase were apparently 
reluctant to shoot down the rebel T28s, as 
diplomatic sources claim they had been or- 
dered to do. Aquino admitted as such when 
she told a news conference: "Our pilots 
don't like to fire on other pilots." ip 

It was only after the US F4s joined in and 
the rebel aircraft were on the ground that the 
F5s attacked their Sangley Point base at the 
southern end of Manila Bay, destroying 
seven T28s and leaving the facility in flames. 
One of the jets failed to pull out of its dive 
and crashed on the runway — errors con- 
tinued the following day when a govern- 
ment F5 and a helicopter gunship strafed 
their own troops and bystanders near Camp 
Aguinaldo. 

As a huge pall of smoke from Sangley 
Point climbed into the late afternoon sky, 
helicopters lifted a company of US Marines 
from Subic to the US Embassy where they 
set up a defensive perimeter inside the com- 
pound. 

There were also reports that it was the 
Americans who first offered assistance and 
that Aquino waited two hours before decid- 
ing to accept, apparently after Honasan sent 
her an afternoon deadline to resign or face 
another air strike on the presidential palace. 
Significantly, the F4s appeared over Manila 
justas the deadline approached. = 
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PHILIPPINES 2 


Instability threatens already weakened economy 





By Rigoberto Tiglao in Manila 


he foiled military mutiny may have 

| failed to topple the Philippine Gov- 

ernment — but it could succeed in 

killing the economy’s three-year expansion. 

Even before Manila erupted once again, the 

economy was threatened by a balance-of- 
payments deficit and a surge in inflation. 

As if following a “scorched earth” policy 
intended to inflict maximum damage to the 
country, about 400 mutineers chose to make 
their stand in the commercial buildings and 
luxury hotels in Makati’s Ayala Avenue dis- 
trict, Manila's financial centre. Sniping and 
firefights blazed only metres away from the 
headquarters of 19 of the country’s 28 com- 
mercial banks and the offices of foreign 
banks. It will not be easy to restore interna- 
tional confidence. 

The Philippine Government will now 
have to rely on increased official foreign 
loans, and hope foreign and domestic in- 
vestors will recall the fortunes made by risk- 
takers willing to get back into the market 
soon after the 1987 August coup attempt. 

The immediate prospect for new official 
loans looks good. The committee represent- 
ing the country’s commercial creditors is- 
sued a statement in New York saying a new 
money and debt buy-back agreement will 
proceed as scheduled, and official donors 
are likely to continue processing their loan 
pledges as an expression of support for the 
besieged Aquino administration. However, 
the real damage to the economy is likely to 
come from a failure to attract fresh foreign 
investment. 

Even before the mutiny, the economy 
was feeling the strain and the past few years’ 
expansion have put it on a fragile footing. 
With demand for industrial and consumer 
imports surging in the past 11 months, the 
country recorded a US$1.7 billion trade def- 
icit by August. Government estimates fore- 
cast the end-year deficit will top US$2.4 bil- 
lion — the same as in the crisis year of 1983. 

By mid-year, the central bank started 
raising interest rates and intervening in the 
market to stave off a collapse in the peso. 
Manila managed to build up its international 
reserves to US$1.8 billion by October, from 
US$1.3 billion in July, but this would still 
buy only about one month's imports. 

The trade deficit was not the first 
symptom of an overheating economy. Infla- 
tion jumped to a three-year high of 13.4% in 
October, while the GNP growth rate slowed 
to 5.6% in the first nine months of the year, 
well below the 7.576 posted in the same 1988 
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period. Inflation will certainly go higher — 
after months of procrastination, the govern- 
ment allowed an average 27% increase in 
petroleum product prices on the day before 
the coup attempt was launched. The econ- 
omy is sensitive to the price of petroleum 
products, and the rise will push inflation 
way above government forecasts. 

Since the strains emerged, Manila has 
had to tread very carefully. The strategy has 
been to allow the peso to depreciate gradu- 
ally, to prevent jolting the economy, while 
interest rates have been finely tuned to con- 
tain inflation. The aim was to avoid trigger- 
ing a recession similar to that of 1983-84, 
when political developments resulted in a 
foreign-exchange crisis. 

Despite the ballooning trade deficit, 
Manila had two reasons to believe it could 
avoid a similar crisis. First, unlike in 1983, 
the deficit has not led to capital flight. In fact, 
funds salted abroad in the Marcos years 
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hostages in Makati's luxury hotels and the 
closure of Cebu's Mactan airport which left 
thousands of tourists stranded, is bound to 
hit further growth. 

The economic sectors most vulnerable to 
a cutback in foreign investment are real es- 
tate and the construction industry — par- 
ticularly projects involving condominiums 
and commercial complexes. Industry ana- 
lysts estimate that overseas money, particu- 
larly from Hongkong and Taiwan, is re- 
sponsible for up to 40% of the construction 
boom. While the bulk of such investments 
may already be committed, future invest- 
ment may be limited for the time being. 
More worryingly, much of the con- 
dominium building has been speculative, 
and any attempt by foreign buyers to unload 
their properties could trigger a collapse of 
the Manila real estate market. 

However, not all is gloom. Some local 
businessmen have retained their optimism, 
pointing out that economic expansion has 
been broad-based throughout the country 
and is not merely confined to Manila. 
Others see the Aquino government's sup- 
pression of the mutiny as a long-delayed ор- 
eration to root out a tumour in the Philip- 
pine body-politic. The latest coup attempt 
garnered little support from any sector in the 
society save the now-marginalised "Marcos 





Rebels fortify financial district buildings: maximum damage. 


were returning to play a major part in 
financing the Philippine boom. Secondly, 
Manila had good reason to expect that new 
foreign loans and investments would flood 
in to cover external deficits. 

Both these assumption have been under- 
mined by the mutiny. Lack of foreign ex- 
change — already the most vulnerable as- 
pect of the Philippine economy — can only 
become more serious. Despite Aquino's sur- 
vival, Filipino capital abroad may well re- 
main parked overseas until confidence is 
restored. 

Tourism, another major foreign-ex- 
change earner, will also be badly hit. The in- 
dustry had grown by an estimated 25% to 
bring in US$600 million so far this year, but 
the image of foreign visitors held as de facto 
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loyalists,” and, according to Aquino, some 
unidentified leaders of the legal opposition. 
This analysis suggests the crushing of the 
mutiny could lay the foundations for greater 
political stability. 

The short-term economic outlook now 
hinges on the extent local and foreign busi- 
nessmen are willing to gamble on an early 
return to stability. Analysts point out, for 
example, that those who bought land im- 
mediately after the.August 1987 coup at- 
tempt at P4,000 (US$181) per m? saw their 
investment soar to 220,000 per m? within 
two years. Similarly, while stockbrokers 
here want the exchanges to remain closed 
until the dust has cleared, several think the 
market could be a bargain-hunters’ dream 
when it opens. 
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BRIEFING 


Moscow and Seoul to 

establish consular ties 

> Seoul and Moscow will this month sign 
an agreement providing for the opening of 
consular relations, official sources said. 
However, in view of likely objections by 
Pyongyang, the consular offices will be set 
up in existing trade offices. Meanwhile, 
following a recent visit to Seoul, Vladlen 
Martinov, new head of Moscow's Institute 
of World Economy and International 
Relations, has suggested that Moscow 
would not block an application for UN 
membership by Seoul. Martinov said that 
recognition of the fact the two Korean 
governments existed was a necessary 
precondition for any inter-Korean dialogue 
on reunification. 


Uttar Pradesh ruling 

party chooses leader 

>° The Janata Dal Party, victorious іп the 22 
November state assembly elections in 
India's largest state, Uttar Pradesh, has 
chosen Mulayam Singh Yadav as its chief 
minister. Yadav defeated a bid for the 
leadership by the party's general secretary 
Ajit Singh, who has joined Prime Minister 
V. P. Singh's central government as a 
cabinet minister. Unlike the prime minister, 
who is ruling in a coalition government, 
Yadav has an absolute majority in the 
assembly for Uttar Pradesh, which has 
population of 130 million. 


Pakistan welcomes Indian 
offer of nuclear dialogue 


> Pakistan has welcomed Indian Prime 
Minister V. P. Singh's remark made in an 
interview with the Dubai-based Khaleej 
Times newspaper that there was no harm in 
entering into a dialogue with Islamabad on 
the nuclear issue. An official spokesman 
said in Islamabad on 5 December that India 
could consider any or all of the proposals 
Pakistan has made over the years. These 
include a bilateral nuclear test ban treaty, 
declaring South Asia a nuclear-free zone, 
bilateral or international inspection of 
nuclear facilities of both sides, and the 
signing of the nuclear non-proliferation 
treaty by both countires. 


Singapore will not change 

ISA following CPM surrender 

> The Singapore Government has no 
plans to abolish its Internal Security Act (ISA) 
— which allows for detention without trial 
— even if the Communist Party of Malaya 
(CPM) discontinues its armed struggle, 
Minister of Home Affairs, S. Jayakumar 
said. Jayakumar was replying to a question 
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in parliament from Singapore's sole 
opposition MP, Chiam See Tong, on 29 
November, ahead of the 2 December 
agreement the CPM signed with the Thai 
and Malaysian governments. Jayakumar 
said Singapore still faced threats from 
communalism, religious extremism, 
international terrorism, espionage and 
subversion. However, he said the 
government might reconsider its position if 
the Malaysian Government abolished its 
own БА. 


Thai king expresses 
environmental concerns 

> Thailand's King Bhumibol Adulyadej 
expressed particular concern about his 
country’s environment during a speech on 
the eve of his 62nd birthday, on 5 December. 
He warned that Thailand, which has 
suffered serious erosion of its tropical 
forests and other natural resources, should 


not be turned into a desert. 
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National Party routed 
in Queensland state polls 


> The Queensland National Party was 
swept from office in an election that saw 
voters in the northern Australian state 
return a Labor government for the first time 
in 32 years. Labor leader Wayne Goss won а 
9.5% swing against heavily stacked odds 
such as a rigged electoral system and the 
parlous economic strategies of his federal 
Labor colleagues who hold government 
nationally. His win ended the Joh Bjelke- 
Petersen era of Queensland politics, so 
called after the former National Party state 
premier who presided over a corrupt police 
force and judiciary, and an executive that 
often put personal power before 
parliamentary democracy. Goss has 
promised to step up prosecutions of those 
named in the recent Fitzgerald Inquiry on 
police-political corruption. 
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Japan Government plans 
a February election 
> Japan'sruling 

Liberal Democratic 

Party (LDP) has 

decided to dissolve 
parliament in late 
January in preparation “ 





for an election to be У 

held on 18 February, a. i» 
according to reports à 
published in all major Кани. 

Japanese newspapers. 


Although Prime Minister Toshiki Kaifu has 
formally denied the reports, LDP sources 
maintain the election plans are under way. 
The election, to the 512-seat lower house, 
will determine whether the LDP can retain 
control of the government, following 

its defeat in the mid-year upper house 


poll. 


Bush vetoes legislation 
on Chinese students 


> US President George Bush on 30 
November vetoed congressional legislation 
aimed at allowing Chinese students to stay 
in the US after their visas expire, saying that 
the administrative action he was taking for 
the same purpose would be sufficient. 
Critics alleged that pressure from the 
Chinese Government, which warned that it 
would cancel all educational exchanges 
with the US if the bill were passed, had 
influenced Bush's decision to favour more 
flexible executive action over the proposed 
law. The president's veto was denounced in 
Congress, where the legislation has strong 
bi-partisan support. When it reconvenes at 
the end of January, Congress is expected 
either to override the veto or pass similar 
legislation. 





Singapore libel case: 
Dow Jones statement | 


> In response to the outcome of 
Prime Minister Lee Kuan Yew’s libel 
suit against the REVIEW in Singapore 
(Page 21), Peter Kann, president of 
Dow Jones & Co., owner of the 
REVIEW and The Wall Street Journal, | 
said: "We can only hope that in the | 
long-term the REVIEW's punishment | 
will not still honest and independent 
voices in Singapore." Kann said the | 
article at issue "contained an 

essentially accurate portrayal of 

highly newsworthy events relatingto | 
the detention without trial of Catholic 











social workers" and the outcome of 
the case was "unwarranted." 








14 DECEMBER 1989 









y 
Le фы 
г 


~ 


à егіс 
Ми 
1 ‹ ‹ 
97 


{ы 
Sw Бү 
РСА 


сер е, 
£ 





- 









INDIVIDUALITY. А CLASSIC TIMEPIECE THAT REPRESENTS THE PINNACLE OF 


: THE WAT! 


THE STEEL AND 18 CT GOLD ELITE PART OF A COMPLETE RANGE OF WATCHES FROM ALFRED DU! 





VISIT ALFRED DUNHILL IN LONDON: ALSO IN ATLANTA, BEVERLY HILLS 
CHICAGO, COSTA MESA, DALLAS, DUSSELDORF, HONG KONG, HONOLULU, HOUSTON 
MELBOURNE, MONTREAL, MUNICH, NEW YORK, NAGOYA, OSAKA, PARIS, SAN FRANCISCO 
SYDNEY, SINGAPORE, TOKYO, TORONTO AND VANCOUVER 








Dont do it. 


Don’t throw away the system you have 
just because you need more computer 


power. We’ve got a better idea — adding 
ап ІВМ AS/400." 


Installing ап ІВМ AS/400 is like putting 
new life into almost any computer system 
you own. The AS/400 simply starts doing 
the extra tasks you need done, while it 
exchanges necessary information with the 
computer system you already have. 


The А5/400 gets along in so many 
environments because it communicates so 
well. If you want to add inventory control 
to your existing system, for example, but it 
just can’t be pushed any further, let an 
AS/400 do the inventory control and 
exchange the order information with the 
system you have. It’s that easy. 


You've put a lot into the system you have 
now. We'd hate to see you throw it all 
away. 


We're in the results business 


AS/400 is a trademark of IBM Corp. 
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about how the 
IBM AS/400 can 
connect to your 
business, attach 
your business card 
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IBM World Trade Asia Corporation 
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Singapore ‹ court has awarded Prime 
| Minister Lee Kuan Yew damages of 
$$230, 000 (US$118,069) in a libel ac- 
Г against the REVIEW, its then editor 
erek. Davies, its then Singapore printer, 
Times Printers, and Michael Malik, author 
article entitled New Light о on Deten- 
on, which appeared in the 17 Decemb 

987 issue of the magazine. л 

e article dealt with matters concerning 
Roman Catholic Church and the Singa- 












May 1987 of 10 lay Catholics for alleged in- 
vo vement іп а Marxist conspiracy. This 
same article also resulted in Һе REVIEW'S cir- 
. culation in Singapore (previously nearly 
_ 10,000 copies a week) being restricted for al- 
leged interference in the nation’s domestic 
politics. 
The action brought by Lee had occupied 
three weeks in September and October. 
` Plaintiff Lee was his own principal witness, 
_ Spending five days in the witness box. In its 
_ defence, the REVIEW called one witness, Fr 
. Joachim Kang, who was present at meetings 
. between the Archbishop of Singapore, Gre- 
_ gory Yong, and Lee, and between Yong and 
. his priests which were the subject of the 
‚ REVIEW article. 
-: Lee's objections to the REVIEW'S article, 
which reported statements made by а 
. former priest and editor of Catholic News in 
Singapore, Edgar d’ Souza, can be sum- 
, marised as follows: it implied that the prime 
minister had threatened to use the powers 
of the Internal Security Act (54) against 
priests because he wanted to attack the 
: Catholic church; that Lee was intolerant of 
| the church and of religion; that he wished to 
victimise Catholics, and that he had tricked 
the archbishop into a ‘surprise press confer- 


















2^ The prime minister also objected to the 
ud article on the grounds that:i in a sinister way, 
_ it had suggested Lee sought to influence the 
xd liberately and maliciously set out 
о denigrate the prime minister, and it had 
| xacerbated. these libels by repeating the of- 
ris a nd insinuations: in the 





id ordered the defendants to pay the dam- 
ges plus 6% interest per year from 31 De- 
mber 1987, plus all the plaintiff's costs. 
4s counsel, John Previte, had de- 
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Government following the detention in E leader]. B. Jeyaretnam. 


argued that 


manded aggravated damages, claiming that 
the Review had "the backing of one of the 
biggest and wealthiest newspaper corpora- 
tions [its owners, Dow Jones & Co.] in the 
US." During the case, Lee had offered to set- 
tle for apologies plus damages of $350,000. 

The award compared with $$250,000 
awarded to Lee in 1988 for a libel made 
against him by opposition politician Seow 
Khee Leng in a case where liability was not 
contested. And 5$130,000 in damages were 
awarded 13 years ago in a libel action 
brought by Lee against Workers’ Party 


Thean ruled that damages had been 
aggravated by the defendants' refusal to 

apologise to the plaintiff. Another aggravat- 
ing factor was the conduct of the defendants 
through their counsel, Geoffrey Robertson. 
Thean said Lee's counsel A, 
Robertson’s ГА 
"line of cross examination \ 
. . . exacerbated the hurt 
to the plaintiff's feelings and 
the damage to his reputation 
. . . [and] questions put to 
the plaintiff were calculat- 
ed to be offensive and in- 
crease the hurt to his feel- 
ings." 

The judge did not accept 
all the plaintiffs conten- 
tions. In particular, he did not 
agree that a key paragraph in 
the article implied that Lee 
"did not favour freedom of 
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religious belief and worship, 

and desires to  victimise : 
Catholic priests and Catholic Thean. 
workers." 


Nonetheless, Thean did find an imputa- 
tion that there had been "an attack against 
the church" by Lee and that the detainees 
had been made scapegoats for four priests. 
The four included Edgar d' Souza, the main 
source of the REVIEW article. All four 
priests had been required to resign from 
their positions following the Lee-Yong 
meeting. |. 

Thean found that the imputations of the 
paragraph “tended to bring the plaintiff into 
public odium and contempt and lower him 
in the estimation of right-thinking people in 
Singapore." 

One vital passage of the article was a quo- 
tation from an unnamed member of a dele- 
gation which had attended the meeting be- 
tween Lee and Yong, which the REVIEW de- 
fended on the grounds of fair comment. In 
his judgment, Thean said that Fr Kang had 
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said in the witness box that 
the particular passage as re 
and that he "thought that it expre 
opinion that I had made at the n 
though he could not recall the wo 
used. "But this evidence," Thean : 
"irrelevant and inadmissible.” 
Thean continued: “It is по 
Kang to give evidence wheth 
paragraph 9 were his opinion; it is 
say whether he in fact said the wor 
he did say those words, it i ТЕ 
decide whether what he said was 
ion, a comment, or an assertion of fa 
Thean also did not accept that one 
another paragraph complained of bor 
meaning Lee had putonit — that he 
ally had used his position to influen 
pore's state-run television co 
the Straits Times newspaper to omi 
Yong's statement at a press conference. 
But the judge found no merit in 
REVIEW's various defences of the rest ‹ 
paragraph, which dealt with the call ag 
the press conference and an alleged o 
ment by Yong afterwards. 
Thean also rejected the Review's амын 
that it was making available to d’ Souza his” 
only effective rightof reply ю _ 
vicious attacks made on him | 
by the Singapore Govern | 
ment. He also rejected the | 
argument that Singapores — 
constitutional guarantee of | 
freedom of expression ај 
lowed the press some | 
latitude to publish honest | 
criticism of public figures ке | 
Thean found in favourof 
Lee's contention of express | 
malice on the part of Davies | 
and Malik. He said the afi. 
de had been deliberately — 
slanted to make the origi | 
nal material obtained from 
d' Souza "more anti-plaintiff | 
and more adverse to and en 
tical of him." ; 
Thean said he was entitled to look à 
events before and after publication 
they cast light on the malice issue. 
not find any inference of malice | 
resulting from a meeting in 1985 wh 
had warned Davies that the Review 
"engaging in local polemics, tw 
tales" and "touching on sensitive racial 1 
sues." 
However, articles by Davies in M 
and June 1987, following the Sing 
Government's refusal of a REVIEW f 
that its then correspondents emp 
pass be extended, were “wholly 2 
tic" to Lee and his стави Т 
d’ Souza’s material, received. si: 
later, had “provided him 
opportunity to publish a 
of and denigrating the plain 
ernment,” Thean ruled. 
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TAIWAN 


Election result shows strong support for the DPP 


Opposition 





By Lincoln Kaye in Taipei 





since the lifting of martial law in 1987, 

the best poll forecast came from China. 
The Xinhua newsagency predicted that the 
opposition Democratic Progressive Party 
(DPP) would capture as many as six of the 21 
city and county executive posts contested in 
the 2 December polls — twice as many as 
strategists of the ruling Kuomintang (KMT) 
expected to lose, and considerably more 
than most DPP politicians counted on pri- 
vately. 

Xinhua was right on the money, but Pe- 
king had little else to cheer about in the re- 
sults. The DPP captured 38% of the popular 
vote in the city and county executive races, 
despite the party's identification in KMT 
propaganda with the cause of Taiwan inde- 
pendence — anathema to both the Taipei 
and Peking governments. 

The ruling party won just 53% of the 
vote, a far cry from the 70% projected. The 
rest of the votes went to independents, one 
of whom was elected mayor of Chiayi City. 
In addition to the city and county executive 
races, the DPP also won 21 parliamentary 
seats, a gain of eight and enough to propose 
legislation. Non-DPP oppositionists won 
eight seats in parliament, while the KMT took 
72. The opposition also made significant 
gains in the races for the provincial assembly 
and the Taipei and Kaohsiung city councils. 

The vote count in these elections was 
more heavily weighted in the KMT's favour, 
since most of the races had multiple candi- 
dates. But in all contests, the ruling party's 
vote count fell well short of its 70% target. 
Voter turnout on the balmy polling day was 
75%, the highest in a decade. 

The biggest prize in the election — the 
executive post in Taipei county — fell to the 
DPP by a razor-thin margin of 4,085 votes out 
of the 1.2 million cast. Other crucial races 
were won by both major parties with simi- 
larly narrow margins. Tension was 
heightened as official tallies were delayed 
until the afternoon of 3 December, prompt- 
ing widespread allegations of vote fraud. 
Demonstrators surrounded a tabulation sta- 
tion in Tainan county for two days until they 
were dislodged by riot police. In Taipei 
county, a crowd of more than 30,000 
gathered in front of DPP county executive 
candidate You Ching’s headquarters, wait- 
ing until the early hours of the morning for 
final results. 

Nevertheless, 
teams — including a US congressional dele- 


| Taiwan’s first island-wide elections 


foreign poll-watching · 


onslaught 


gation headed by House 
Asian-Pacific ^ Affairs 
sub-committee chair- 
man Stephen Solarz — 
seemed less disturbed 
by election-day irregu- 
larities than by the 
ruling party's systemic 
advantages. These in- 
cluded its lop-sided ac- 
cess to KMT-affiliated 
broadcast monopolies; 
denial of civil rights 
to political opponents; 
gerrymandering; a pack- 
ed legislature and elec- 
toral college, and virtu- 
ally unlimited spending 
power. 

Optimists hoped that 
the KMT's defeat, despite 
these advantages, would 
hasten the evolution of 
a more even-handed 
political dispensation 
and the establishment of 
a two-party system. KMT 
secretary-general James 
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what is now the island’s most prestigious 
golf club and the construction of a new road 
system around Taiwan’s capital, which the 
county engulfs. Taipei City depends upon 
the county for its water supply and garbage 
collection, points out opposition publisher 
Kang Ning-hsiang. 

You and his fellow opposition city and 
county executives could 
use such leverage to 
wrest more control over 
their own budgets, staf- 
fing and police forces, 
which are all now 
mainly handled by the 
central government. 
Taxes are collected by 
local governments and 
sent to the central ad- 
minstration for redis- 
tribution. With nearly 7 
million of the island's 20 
million people now 
under its administrative 
control, the opposition 
could effectively hamstr- 
ing government теу- 
enues. 

But the new DPP ad- 
ministrations in the cities 
and counties cannot 
merely content them- 
selves with embarras- 
sing the election-proof 
KMT government. If they 
want to be re-elected 
four years from now — 
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Soong pronounced that You: crowd pleaser. let alone force the KMT to 
“we calmly accept open such powerful cen- 
an election upset. Our determination tral government posts as the presidency, 


. to implement democracy will never 
change." 

To keep him to his pledge, the DPP can 
now use a few advantages of incumbency 
on its own. You, a West German-trained 
law PhD, soothed the volatile crowd in front 
of his headquarters on election night by 
speaking about what he would do in office: 
"Let's turn the Save the Nation Corps [a KMT 
youth camp] into a Disneyland; let's shut 
down the nuclear power plants." 

Other crowd-pleasing schemes of You's 
included the establishment of a park on 
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Students attack KMT election tactics. 
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premiership and cabinet ministries for po- 
pular election — they will have to develop 
original and practical policies to tackle such 
immediate problems as crime, pollution, in- 
flation and runaway financial and real-estate 
speculation. 


ceeds like success. Kao Ying-mao, 

president of the 21st Century Foun- 
dation, predicts a surge in the DPP's mem- 
bership of barely 20,000 — against the КМТ 5 
2.5 million — and an influx of academic and 
technocratic talent into its leadership ranks. 
This could mitigate the factional clashes that 
have beset the ppp in the past, as its leaders 
— many of them veterans of KMT repression 
under martial law — have played out their 
rivalries in public. 

Ideologically, the DPr's internal cleavages 
have focused on the question of Taiwan in- 
dependence. The party’s New Wave faction 
wants to place the issue at the top of the poli- 
tical agenda, while the more moderate For- 
mosa Faction argues that the electorate, 
afraid of KMT sedition laws and China's 
threat to invade in the event of an indepen- 
dence declaration, is not yet ready to con- 
sider the question. 


F or the moment, though, nothing suc- 
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A group of 32 DPP candidates, styling 
themselves the New Country Alliance, 
proclaimed independence a tenet of their 
election platforms. Twenty of them won, a 
far higher proportion than either Peking or 
the KMT expected, and enough to make it 
hard for the government to follow through 
on threats of post-election sedition prosecu- 
tions, though some may face other charges 
as a face-saving gesture, Kang speculated. 

Seven of the New Country Alliance win- 
ners were elected to parliament, where they 
will face a new block of 18 second-genera- 
tion mainlanders against only three in the 
previous parliament. Many of the new par- 
liamentarians of mainland descent were 


elected with military backing. Pollster Ting 
Tin-yu worries that this polarisation could 
lead to a more fractious parliament and 
heightened ethnic tensions in the island. 
"It advances the timetable [of political 
reform and a solution to Taiwan's ‘China 
problem'] by about three years. That's not 
necessarily a good thing, if the time isn't 
ripe." 

His fellow pollster, Chuan Suo-han of 
the National Policy Institute, is more san- 
guine, arguing that at least the overt involve- 
ment of Taiwan's military signals its com- 
mitment to electoral and parliamentary pro- 
cesses and a more open style of politics. 

The KMr's post-election soul-searching 





JAPAN 


The LDP talks tactics with the Komet party 


Crafty comeback 





By Charles Smith in Tokyo 


apan's battered Liberal Democratic 

Party (LDP) has managed to regain 

much of the support it lost in the July 
elections to the parliament's upper house, 
judging by recent poll findings which give 
Prime Minister Toshiki Kaifu a support rat- 
ing of over 40%. But the LDP’s comeback has 
not only been a matter of ratings; it has also 
driven a wedge between the Japan Socialist 
Party (JSP) and two smaller opposition 
groups, the Democratic Socialists and the 
Komei (clean government) party. 

In doing so, it may have secured suffi- 
cient support from the Komei party to pass 
bills through both houses of parliament. 
That some accommodation had been 
reached became glaringly apparent at the 
end of November when a veteran Komei 
parliamentarian, Akira Kuroyanagi, told an 
audience of foreign journalists and dip- 
lomats that it would "make sense" for his 
party to start supporting the LDP on a "case- 
by-case" basis in the upper house after next 
year's general election. 

Komei's official reason for leaning to- 
wards the LDP is that it feels more at home 
with the LDP's conservative line on defence 
and foreign policy than with the pacifist at- 
titudes of the JsP. Kuroyanagi admitted that 
his party had swung progressively to the 
right on defence matters since its foundation 
in the mid-1960s, when a majority of Komei 
members favoured abolition of the Self- 
Defence Forces. He also pointed out that 
Komei already cooperates with the LDP in 
many regional and local governments 
where it tends to play a more prominent role 
than in national politics. 

The policy issues that divide Komei from 
the Ј5Р are not confined to defence. Komei is 
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also unhappy over the Ј5Р 5 refusal to “recog- 
nise" South Korea. But tactical differences 
between the two parties may be more im- 
portant than disagreements over policy. 
Komei leaders appear to have given up 
hope of being able to win support from the 
Japanese labour movement following the 
formation in November of a new united la- 
bour front which merges former private and 
public sector unions. This is one reason why 
the party's enthusiasm for an opposition co- 
alition has faded in recent months. 

At the constituency level, the party is 
said to be "furious" with the Jsr's policy of 
maximising the number of candidates it 
plans to run at next year's lower house elec- 
tion. Komei would like to see the JSP put up 
one candidate in each of the 130 lower house 
constituencies — instead of running at least 
two candidates in some of the larger multi- 
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Takeshita’s faction wants Komei deal. 
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and internecine factional wrangling, how- 
ever, will hardly be open to public view. Pre- 
sident Lee Teng-hui, who is also the ruling 
party's chairman, has effectively insulated 
himself from responsibility for the electoral 
setback, most observers agree. Election 
strategists and propaganda specialists could 
take the blame, as could senior government 
officials who curried favour with voters 
through hastily conceived policy retreats on 
such questions as financial and stockmarket 
regulation. These factors could influence the 
outcome of the March 1990 electoral college 
meeting to select Taiwan's president and 
vice-president. Cabinet or party hierarchy 
reshuffles could also follow. м 


member constituencies as JSP chairwoman 
Takako Doi currently intends. 

The final reason for Komei's move to- 
wards the LDP is that the party has held the 
balance of power in the upper house of par- 
liament since last summer, The 23 July elec- 
tion left the LDP with 109 upper house seats 
while the five opposition parties, including 
Komei and the Japan Communist Party 
(ЈСР), hold a total of 141. 

The wide differences that exist between 
the ЈСР and the non-communist opposition 
groups rule out any chance of a grand coali- 
tion of all five taking control of parliament. 
But the 21 upper house seats held by Komei 
would be enough to give the government a 
majority, if added to the гор’; existing 109. 
This arithmetic seems to hold the key to 
Komei's belief that it ought to be able to do a 
deal in the upper house, if not also in the 
more powerful lower house of parliament. 

The ІР has so far not reacted openly to 
Komei's overtures — indeed the party has 
gone on record more than once with the 
view that there can be no question of a coali- 
tion government after the election. Despite 
this, the LDP, or at least the party's dominant 
faction, made up of followers of former 
prime minister Noboru Takeshita, appears 
to be interested. 

Takeshita himself is said to have held at 
least one private meeting with Daisaku 
Ikeda, the honorary chairman of the 10-mil- 
lion member Soka Gakkai Buddhist sect 
which effectively controls Komei. Meetings 
also have taken place between senior party 
officials. 

А deal between Komei and the LDP after 
the election would not mean that the ruling 
party had repaired all the losses suffered 
over the past few months. The party is still 
likely to lose seats in the forthcoming lower 
house election, perhaps only barely main- 
taining its majority over the combined oppo- 
sition groups. But Komei support would at 
least mean that the government could pass 
bills through both houses of parliament in- 
stead of having the upper house veto lower 
house legislation. Komei's price for this 
could be at least a couple of attractive posts 
in the LDP's post-election cabinet. ж 
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ESENCE OF THE FRAU 
ES DUISBURG’S НІС 





OFER-INSTITUTE 
TECH MENTALITY.” 


Founded only five years ago, 
the Fraunhofer-Institute for Micro- 
electronic Circuits and Systems 
(IMS) today holds a prominent posi- 
tion in German microelectronic 
research. 

Its active cooperation with 
Duisburg University has made Duis- 
burg an important center for the 
development of integrated electronic 
systems. 

IMS researchers develop tech- 
nologies for all areas – from mechan- 
ical engineering, automation and 
auto making to medical electronics, 
environmental protection and 
control equipment. Even clean-room 
facilities are available for prototype 
production of ICs. 

Contract projects for German 
and international companies 
already account for 50% of the IMS’ 
total research capacity. 

And the ones who profit most 
from the transfer of innovative tech- 
nology are the young businesses 
from Duisburg's Technology Centers. 

For more information on what 
Duisburg can offer your company, 
please contact our Agency for 
Business Promotion: Gesellschaft für 
Wirtschaftsfórderung, 

Кӛпірзігаһе 63-65, 4100 Duisburg, 
West Germany. 

Phone (-203)283 2992. 

Fax (-203) 339099. 
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DUISBURG ON THE RHINE. 
IN THE HEART OF EUROPE. 


The viewpoint of 

Prof. Dr. Giinter Zimmer, 

Director of the Fraunhofer-Institute 
in Duisburg. 
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THE 5TH COLUMN 


Rout of the Reds 


uring the 1960s, as communist 

subversion апа infiltration in 

Chinese middle schools, trade 

unions and some leftwing politi- 
cal parties became rampant in Malaysia, the 
situation in Singapore became even more 
chaotic. Demonstrations and strikes, some- 
times violent, became daily occurrences. Sin- 
gapore’s People’s Action Party (PAP) was 
deeply penetrated, with its grassroot cadres 
almost completely in communist hands, 
while the few non-communist top leaders, 
such as party secretary-general Lee Kuan 
Yew, were dangling in mid-air, not know- 
ing what to do. 

The British Government had already an- 
nounced its decision to withdraw its defence 
commitments east of Suez. While the Feder- 
ation of Malaya had become fully indepen- 
dent on 31 August 1957, Singapore was only 
granted internal self-rule, with foreign af- 
fairs, defence and internal security still in 
British hands. An internal security commit- 
tee was set up in Singapore with three mem- 
bers from the PAP government — including 
then chief minister Lee — three British 
officials and one from the Federation of 
Malaya, Datuk Ismail, minister of internal 
security. 

By early 1962, the security situation had 
become critical. The communists and their 
front organisations, such as the Barisan 
Socialis (Socialist Front), had virtual total 
control on the ground and were poised for 
action. In sheer desperation, Lee and his 
few followers in the subverted PAP launched 
an all-out campaign for “merger with the 
Federation of Malaya” with the aim of form- 
ing a new and larger Federation of Malaysia 
that would include Sarawak and British 
North Borneo (now Sabah). For this pur- 
pose, a referendum was to be held in Singa- 
pore on 1 September 1962 to seek a mandate 
for the merger. 

The political future of the PAP depended 
on the outcome of the referendum. 
Likewise, the realisation of the proposed 
Federation of Malaysia would not be possi- 
sible if the PAP should be defeated in its 
referendum and if Singapore should lose 
its non-communist PAP government. The 
British would hardly have left the island to 
the communists or to anarchy. 

Pragmatic enough to realise that his 
party’s campaign for a referendum was un- 
likely to succeed, Lee, completely out of 
character, asked then Federation of Malaya 
prime minister Tunku Abdul Rahman for 
assistance. It is likely that Lee was prompted 
by advice from British officials, as he did not 


By C. C. Too 
have a high opinion of non-European ex- 
perts at that time. 

Because of the importance of Singapore 
to the formation of Malaysia, the Tunku 
sent his Malayan expert on communist 
methodology and Chinese affairs on a secret 
mission to Singapore, euphemistically to 
plan a public relations campaign related to 
the proposed mass arrests of communists 
and other subversives in Singapore. 

The Malayan, Singaporean and British 
governments were unanimous on the 


.. 


If the proposed new Malaysian 
Government were to carry out 
the mass arrests of Singaporeans, 
who would be predominantly of 
Chinese origin, it would result in 
accusations of an ethnic 
Malay-dominated government 
persecuting the Chinese after 
swallowing up Singapore. 
necessity of the arrests. The British, having 
decided to pull out, did not want to be in- 
volved. The Singapore Government also 
wanted to distance itself from such an un- 

popular task. 
So the government in Kuala Lumpur 


was left with the responsibility of arresting 
the predominently Chinese troublemakers 
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Lee tours pro-communist areas in 1962. 
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in Singapore — but only if the action took 
place after the formation of Malaysia. If the 
operation was carried out before the merger, 
all three governments would then share re- 
sponsibility. 

But both the British and Singaporean 
governments were adamant that the opera- 
tion be carried out after the formation of 
Malaysia so as to leave the task to Kuala 
Lumpur. At the time, both Indonesia and 
the Philippines were waging a powerful 
campaign against Kuala Lumpur for alleg- 
edly bullying non-Malays, especially ethnic 
Chinese. 

The Tunku’s Malayan expert had a 
lengthy session on the Singapore situation 
with Lee, who fully concurred with the offi- 
cer’s assessment of the security and political 
situation in Singapore. The communist sub- 
versives and their supporters constituted 
about 30% of the Singapore population, of 
which about 70% were of Chinese origin. 
Nothing could change the attitude of this 
30%, it was believed, and it would be a 
waste of time and effort to try to win them 
over to the government. 

The majority Chinese were apathetic and 
disgusted. They had little liking for the local 
communists or PAP members, and they 
wanted to be left undisturbed. It would be 
this 70% who would decide the outcome of 
the referendum for merger. The Malayan 
expert proposed to Lee a plan to reach Sin- 
gapore’s Chinese and to gain their support 
for merger. However, both Lee and his 
party first had to rid themselves of their arro- 
gance and their acquired communist ways, 
and play the game fairly to improve their 
image. 

The Chinese community in Singapore 
was deeply influenced by China’s apparent 
achievements under communist rule. The 
whole world regarded the new China with 
respect and awe. However, at the same 
time, the Chinese in Singapore were inun- 
dated with letters from their relatives and 
friends in China, begging them for money 
and supplies which were in acute shortage. 
While Singaporean Chinese were quite 
happy to bask in the reflected glory of com- 
munist success in China, they were also per- 
turbed at the condition of life under com- 
munist rule. 

The Tunku had made clear that, in the 
proposed Federation of Malaysia, Singapore 
would be the nation’s commercial centre 
and Kuala Lumpur would become its politi- 
cal centre. At that time, all major banks and 
business houses were based in Singapore. 
So with the formation of Malaysia, Singa- 
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: pore would continue to enjoy predomi- 
— nance in the hinterland trade on the penin- 
` sula as well as in Sarawak and British North 
. Borneo — a carrot of great appeal to Singa- 
pore's commercial-minded Chinese, 
Since the Tunku's government was deal- 
ing effectively with the communists, there 
was no reason to believe that the communist 
trouble i in Singapore could not also be dealt 

vith effectively after the formation of 
alaysia. The people of Singapore were 
aced with two choices: prosperity and sta- 
ility with the merger of Singapore with 
laya and the two Borneo states, or depri- 
/erty, misery, oppression and in- 
nder communist rule. In addition, 
г Malaysia, Lee himself would not be 
'ee do what he liked, because he would 
have to work under the moderating influ- 
ence of the Tunku. 

-There was no doubt which of the two 
rnatives Singapore's majority Chinese 
^ population would choose. The problem was 
2 how to make them aware of this crucial mes- 
_ заре, as they were already rejecting prop- 
. aganda put out by the PAP government. 

2 The Chinese in Singapore, like their com- 
4 patriots elsewhere, were organised into va- 
rious guilds and trade, professional and clan 

























associations. The leaders of these organisa- 
tions were also leading members of the Sin- 
gapore Chinese Chamber of Commerce. So 
it was decided that Lee would summon 
these chamber of commerce leaders to a 
round-table conference at which he would 
explain the two options and seek their 
views. If they chose merger, they were to re- 
turn immediately to their organisations and 
win over other leaders and members to their 
view. 


n mid-1962, then Malayan deputy 
| prime minister Datuk Abdul Razak, in 
| a stopover in Singapore on his way to 
London for negotiations about the pro- 
posed merger, was briefed by the Tunku's 
Malayan officer, who was staying in Singa- 
pore incognito. The officer appealed to 
Razak to persuade the Tunku to insist on 
proceeding with the mass arrests of the Sin- 
gaporean subversives prior to, not after, the 
formation of Malaysia. 

Razak insisted that the Malayan officer 
himself meet the Tunku, who was to arrive 
in Singapore the following day. The Tunku 
was then urged to insist that the mass ar- 
rests be carried out before Malaysia's forma- 
tion. If the British or the PAP government re- 





CHINA 


Party leader Jiang attacks press freedom 


peak no evil 





_ Ву Robert Delfs in Peking 
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Ш па sweeping attack оп press ‘freedom, 
Chinese Communist Party General Sec- 
| ДЕ retary Jiang Zemin asserted that the 
term itself was only an illusory slogan used 
to oppose the party and, therefore, the 
people, : and he called for strengthening the 
! pane s leadership in journalism. 
с: The attack may indicate concern among 
| party leaders that there is still resistance 
long some journalists to the party's new 
line, or that liberals within the party 
гит future attempt to use the media as a 
base. to oppose the present conservative 
eadership and their policies. 
Diplomats here expressed surprise at the 
hard-line tone of the party leader's speech 
vhich is replete with leftist rhetoric. “Jiang is 
willing to read anything that is handed to 
n," a senior diplomat in Peking said. “Не 
lightweight — [Premier] Li Peng ignores 
tate President] Yang Shangkun ір- 
res him. They have the real power. Li 
ng doesn’t want to say anything that links 
um personally to leftist rhetoric, so they 
and it to poor old Jiang.” 
“Our country's newspapers, radio and 
evision are the mouthpiece of the party, 
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the government апа the people,” Jiang said 
in a speech delivered at a meeting organised 
by the party’s propaganda department for 
editors of provincial and municipal party 
newspapers. “In the new period, news re- 
porting must serve socialism and serve the 
people.” 

Jiang charged that some news organisa- 
tions “not only failed to expose and criticise 
bourgeois liberalisation during the counter- 
revolutionary turmoil and rebellion [in May 
and June], but even provided a public-opin- 
ion base for plotters and supporters, fanning 
the flames of the turmoil . . . and creating 
ideological chaos among the masses." 

"This incident illustrated the serious 
harm and losses that will result,” Jiang as- 
serted, "if the tools of public opinion are not 
tightly controlled in the hands of true Mar- 
xists and guided according to the interests 
and will of the party and the people. 

Since June, when journalists working i in 
most of China's official media openly sup- 
ported student-led pro-democracy demon- 
strations that were ultimately crushed by the 
military, party and military "work teams" 
have been installed in major media organi- 
sations to ensure they toe the line. 

Newspapers have returned to the prop- 
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fused, it was — it would be 
to form a greater Malavsia and to rem 
Federation of Malaya instead. 
If the proposed new Malaysian Go 
ment were to carry out the mass ап 
ao — аи 


ап éthinic Malay dominated | 
persecuting the Chinese after sw 
up Singapore, This, the Malayan o 
serted, would exacerbate racial conf 
only in Singapore but on the реги 
well. 

In the event, the referendum for 
was held in Singapore on 1 Septer 
Official results showed. that 70.1 Т 
votes cast were in favour of merger. 7 
litical survival of Lee and his party s 
assured, and a critical obstacle à; 
formation of Malaysia was also 
The mass arrests, code-named Ope 
Cold Store, were finally 21 ош от 
ruary 1963, well before the in 1 
Malaysia on 15 September 19 63 33. 
the communists defeated. 


From 1954 until his retirement in 1983, Tan Sil | 
C. C. Too was head of the psychological warfare 
section in the Malaysian Government. 


agandistic tone of the 1970s and early 19806. | 
while television news is once again dome _ 
nated by breathless reporting of the _ 
"socialist victories" of various model indüs« — 
trial or agricultural enterprises or inv estiga- e 
tions and arrests of private traders and креде _ 
lars for alleged evasion of taxes and other ob 
fences. 
Jiang, in his speech, did not specifically - 
mention deposed party leader Zhao Zi 
as being responsible for the breakdov 
discipline in the official media, but oth 
cent attacks on press freedom have chargec 
that Zhao's "mistakes" lay at the root ol 
what has been termed "erroneous n 
guidance" during the May-June pro« 
cracy demonstrations. 
According to an earlier People's Г 
de by Yu Zimu, Zhao is said to E: 
party officials in charge of propa: 
on 6 May to support press f 
have approved earlier reports on the 
democracy demonstrations inthe 
tively open press. | 
The complicating fact that freedom о 
speech and publication are guarante 
under the Chinese Constitution led both 
and Jiang into deep Orwellian waters: 
"The broad masses all have the freed 
and right to fully express their 3 
through the media and to supervise 
and social affairs through the tool of 
Vd: ” Jiang said. This is pre | 



































that we not only withhold f 
apply legal sanctions to 1 
journalist activities intended. 
socialist system.” 
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INDIA 


Singh s minority government faces major hurdles 


The obstacle course 





By James Clad in New Delhi 


n 2 December, V. P. Singh took his 

oath as the leader of India’s first 

minority parliamentary govern- 
ment. In hectic bargaining after the 22-26 
November general election that evicted 
Rajiv Gandhi's Congress party, Singh con- 
solidated his grip on his own Janata Dal 
party, albeit at a price that augurs ill for his 
government's future cohesion. 

Between 28-30 November Singh's ascen- 
dancy over the Janata Dal had been in some 
doubt. The party holds all but three of 144 
seats won by the National Front (NF) coali- 
tion in the new, 525-member parliament 
convening in mid-December. (Another 17 
MPs, from Assam state, are to be elected in a 
separate poll in January.) 

The high cost of preserving his pre- 
eminence became startlingly apparent 
at Singh’s investiture as prime minister: 
President R. Venkataraman administered 
another oath of office that day, this one 
to Devi Lal, a populist but controversial 
chief minister of Haryana state. Lal has 
become India’s deputy prime minister, a 
newly revived post with a sorry record in 
past governments. 

That Singh only reluctantly accepted 
Lal's elevation as deputy was obvious and 
that he had little choice in the matter was 
equally so. Only Lal’s support within the 
Janata Dal — itself a recent merger of Lal's 
Lok Dal with the old Janata Party — has as- 
sured Singh of continued leadership. Janata 
Party veteran Chandra Shekhar, another as- 
pirant to the top slot, has never reconciled 
himself to Singh’s leadership. 

The need to co-opt Lal was obviously 
galling to Singh, whose earlier reputation as 
chief minister of the far more populous Uttar 
Pradesh, which has 85 national MPs, con- 
trasts rather sharply with the murky aura 
surrounding Lal and his two, often quarrel- 
ling, sons in Haryana, a state adjoining New 
Delhi that sends just 10 MPs to parliament. 
Yet Lal's influence within the Janata Dal re- 
mains high and he has a spoiler’s reputa- 
tion. 

Thrice postponed from 28 November, 
the selection of Janata Ра! 5 leader finally oc- 
curred on 1 December. After a piece of pure 
theatre, in which Singh solemnly proposed 
Lal as leader — and, therefore, as the likely 
prime minister — Lal then read his part of an 
agreed script and halted the consternation 
spreading in the hall. 

Lal declined the leadership position, 
professing his preference to “look after 








Haryana as an elder uncle of my people.” 
He thereupon nominated Singh and 
another senior leader quickly seconded the 
move. Totally out-manoeuvred, Shekhar 
watched Singh’s unanimous election pro- 
ceed helplessly. 

Lal’s avuncular concern for his state 
extended to ensuring that his son, Om 
Prakash Chautala, would take speedy 
charge of the Haryana chief ministership. 
This occurred within hours of Lal’s oath as 
deputy prime minister. The influential 
magazine India Today summed up the coun- 
try's wide-eyed reaction: "The events pre- 








Singh: high cost for leadership. 
ceding the formation of the new govern- 
ment — blackmail, brinksmanship, rumour, 
tantrums — indicated . . . some of the most 
astute political jugglery ever witnessed in 
this country." 

The neutralisation of Shekhar and Lal, 
the one by exclusion and the other by coop- 
tion, illustrates the likely tenor of politics in 
the coming weeks. On 5 December, Singh 
announced a 15-member cabinet, but had 
not yet allocated portfolios. 

Venkataraman has required that the NF 
government test its support in a vote of con- 
fidence within 30 days of the new parlia- 
ment convening. Singh has shown the pre- 
sident letters of support to his government 
from the Bhartiya Janata Party with its 88 
seats, and from the leaders of 52 leftwing, 
mainly communist, MPs. 
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Meanwhile, on 29 November, former 
prime minister Rajiv Gandhi was unani- 
mously chosen as the leader of the Congress 
parliamentary party. Although Gandhi's 
uninspired campaign lost his party the re- 
cent polls, he still heads the party because 
there is no other leader of his stature. 
Moreover, the future of the Congress de- 
pends on what one Gandhi adviser de- 
scribed as “masterly inaction.” In other 
words, it means preserving the unity of the 
party and watching the Singh government 
disintegrate. 

Although it cannot be taken for granted 
that Singh will muster the numbers for a 
vote of confidence in the parliament, the 
greatest impetus behind his government's 
continuing survival may well be a strong de- 
sire, felt right around the country, to let 
India's first minority government have a de- 
cent stab at governing. 

During the coming week, the following 
difficult issues and the way they are tackled 
will act as a measuring rod for the perform- 
ance of the fledgling administration: 
> Whether Singh opts to pursue a scandal 
over alleged illegal payments made to fig- 
ures in the Gandhi administration to pro- 
cure a US$1.4 billion contract for artil- 
lery from the Swedish arms maker Bofors. 
Few forget how badly the 1977-79 Janata 
government's legal vendetta against Indira 
Gandhi — Rajiv’s mother and the then de- 
posed prime minister — backfired, allowing 
her to play the role of martyr. Does the new 
government's campaign outrage over 
Bofors extend to risking that possibility 
again? 
> The willingness to bring charges against 
prominent ex-ministers such as former par- 
liamentary and information minister H. K. 
L. Bhagat, who allegedly connived in anti- 
Sikh riots which erupted after the assassina- 
tion of Indira Gandhi on 31 October 1984. 
This is the minimally acceptable action de- 
manded by many of the still alienated 
Sikhs who, in their home state of Punjab, 
have sent six members of a militant faction 
of the now fragmented Akali Dal party to 
parliament, including the widow of one 
of Indira Gandhi's assassins and an alleg- 
ed terrorist who ran his campaign from 
prison. 
> The urgency with which Singh reforms 
the government-owned television and radio 
network into a BBC-style, independent cor- 
poration. 
> Whether communally charged plans to 
begin building a Hindu temple on the site of 
a 16th century mosque at Ayodhya in Uttar 
Pradesh will be postponed. The mosque- 
temple controversy was a hot issue in the 
election campaign in north India. 
> Whether Singh and his new foreign 
minister will be able to accelerate India's 
withdrawal from its military intervention in 
Sri Lanka and whether they can repair ties 
with Nepal — two crucial external problems 
handed over by the previous regime. а 
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CAMBODIA 


The Khmer Rouge step up attacks near the capital 


Hitting the highways 


By Murray Hiebert in Phnom Penh 


hile international attention since 
Му = Vietnamese withdrawal in 

September has focused on the 
fighting in western Cambodia — where the 
resistance claims to have captured the town 
of Pailin and several villages — Khmer 
Rouge guerillas have stepped up hit-and- 
run attacks in key provinces closer to the 
capital of Phnom Penh. So far they have sec- 
ured no territory, but the battle for control of 
the western and northern gateways to the 
capital potentially has greater strategic im- 
portance for the survival of the Phnom Penh 
government than the fighting in remote 
areas along the Thai-Cambodian bor- 
der. 

The relative ease with which 
guerillas have moved around Cam- 
bodia since the Vietnamese with- 
drawal has highlighted some funda- 
mental weaknesses in Phnom Penh's 
army, many of whose troops are 
young and poorly trained. Despite 





five and six leading to the capital from the 
southwest and northwest. 

The Khmer Rouge have kidnapped 46 
local officials this year in Kompong Speu 
province, whose capital is located 48 km 
southwest of Phnom Penh along Highway 
Four, which runs to the key port city of 
Kompong Som. According to U. Sar, dep- 
uty commander of the provincial army, the 
number of kidnapping cases had risen since 
the Vietnamese pullout. And a hospital doc- 
tor said civilian mine victims had increased 
by 20-25% in the past two months. 

The estimated 650 Khmer Rouge fighters 
in the province, who operate in groups of 
20-40, mostly launch hit-and-run operations 


Threatening the capital 
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village in northern Kompong Thom pro- | 
vince, northwest of Phnom Penh, with fresh | 
guerillas infiltrated from Cambodia's north- 
ern border with Thailand and Laos, accord- 
ing to Khieu Kanhartih, editor of a semi-offi- 
cial Phnom Penh newspaper. 

Diplomats here, all of whom come from 
countries supporting the Phnom Penh gov- 
ernment, are divided in their assessment of 
the current military balance in Cambodia. 
One said the recent military successes of the 
resistance suggested that they could poten- 
tially capture four or five western provinces. 

But other diplomats believe the resist- 
ance's failure to advance in the past month 
has boosted the morale of the Phnom 
Penh army. Vietnamese Ambassador Ngo 
Dien claimed the non-communist resist- 
ance forces of Prince Norodom Sihanouk 
and former premier Son Sann had suf- 
fered major losses during their attacks 
in early October, seriously weakening 
their fighting ability. “The [Phnom Penh] 
army fought quite well,” said Ngo Dien. 
“They had some losses in Pailin, but these 
aren't so important. The important 
thing is that they learn from their 
losses." 

The ambassador said many resist- 
ance fighters were now inside Cam- 
bodia, instead of in their border 
sanctuaries, and many were now 
tied down defending territory, re- 
ducing the number of guerillas free to 
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ed anxiety that Phnom Penh, which 
has rarely been touched by the 11- 
year civil war, might become a target. 
Government officials said four sus- 0 
pects had been arrested. In response 
to the attacks, Phnom Penh stationed 
security guards at checkpoints 
throughout the city starting from 6 p.m., 
three hours before the night curfew which 
was reimposed in late October. 

Cambodian officials said that many 
guerillas inside the country have been called 
back to the Thai border in recent weeks to 
bolster the Khmer Rouge offensive in the 
western province of Battambang, while the 
remaining units have stepped up their at- 
tacks in provinces straddling highways four, 
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in remote areas, said U. Sar, though they 
sometimes combine units. On 16 Novem- 
ber, 150 rebels attacked with mortars, B40 
rockets, and machine-guns 50 district army 
soldiers in Chhoeuteal Chrum, in the north- 
ern part of the province, and held the village 
for five days. A month ago, guerillas briefly 
occupied the cement factory in Kampot pro- 
vince, south of Kompong Speu. And on 20 
November, 200-300 Khmer Rouge overran a 
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interior. 

“Provincial armies are private ar- 
mies of the province chief,” said one 
diplomat. “The border between pro- 
vinces is the border between manda- 
rin kingdoms.” 

Foreign observers said the grow- 
ing wealth and corruption in Phnom Penh 
following the economic liberalisation earlier 
this year, is demoralising the government's 
troops in the much poorer countryside. Offi- 
cials said they reimposed the curfew in Oc- 
tober in part to close this psychological gap. 
“The goal is to make people in the city more 
aware of the war," said Kanharith. ^We 
can't afford that the gap between the city 
and the countryside gets wider." ж 
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INDONESIA 


Government seeks to woo Muslim electorate 


Call to the faithful 





By Michael Vatikiotis in Jogyakarta 





the Nahdlatul Ulama (NU), reaffirmed at 

its 28th national congress a decision 
taken in 1984 not to engage in politics. But 
blatant courting of NU's membership at the 
congress by senior government officials, 
suggests the search for support in the run- 
up to the 1993 presidential election is likely 
to enhance rather than diminish the organi- 
sation’s political significance. 

The congress, held once every five years, 
brought over 3,000 delegates from 26 pro- 
уіпсев to a religious school in the suburbs of 
Jogyakarta. It is rare in Indonesia’s secular 
political environment that attention is fo- 
cused on religious groups. But the NU, 
claiming an estimated 20 million mainly 
rural-based followers with influence over 
perhaps as much as a third of the electorate, 
had ministers queueing up to address the 
congress. 

President Suharto opened the 25-28 Nov- 
ember congress with unusually warm praise 
for the religious ulama (scholars), who domi- 
nate the NU’s hierarchy. “History has shown 
that the ulama were the first group in society 
to embrace Pancasila [Indonesia’s state 
ideology] as the sole principle on which to 
base their activities,” Suharto said. Home 
Affairs Minister Rudini likewise praised the 
NU, describing it as an organisation “which 
has always kept in step with the demands of 
its members and society.” 

Observers noted a distinct change of tack 
in government statements, which went far 
beyond the customary politeness of invited 
guests. Veiled warnings about the dangers 
of religious extremism were replaced by re- 
spect for the position of the шата. Suharto's 
divergence from his customary religious 
neutrality appears to be in line with what 
one NU senior member regards as “a deliber- 
ate attempt to seek full acceptance from the 
Muslims.” 

Suggested reasons for Suharto's warm- 
ing to the Muslims range from a tendency 
towards piety in old age, to the need to boost 
his own position in the run-up to the elec- 
tions. The Muslim hierarchy has been wary 
of Suharto's administration in the past. Al- 
though the government has always com- 
promised on specific issues such as marriage 
laws and the role of religious courts, it 
strictly adheres to the concept of a state 
which is neither secular nor religious. 

Analysts note that years of Islamic educa- 
tion in schools, the concomitant growth of 
Islamic practice among the younger genera- 


I ndonesia’s largest Muslim organisation, 
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tion and increasing cultural awareness, 
make it hard to maintain the old notion of 
nominally Muslim Javanese abangan vastly 
outnumbering a small core of religiously de- 
dicated santri. With more young Indone- 
sians interested in their religion, one foreign 
academic believes, the government may be 
forced to pay more attention to the religious 
concerns of the estimated 85% of the popu- 
lation who claim to be Muslim. 

For the NU, however, grasping the impli- 
cations of its potentially more important role 
as a social pressure group has proved dif- 
ficult, partly because of internal conflicts 
which erupted with the organisation’s break 
with formal politics at its 1984 congress. 
Until then, NU had provided the backbone 
of support for the government-sanctioned 


rejection of formal politics is the head of its 
executive board, Abdurrahman Wahid, 
who was re-elected at the congress. Wahid 
has long believed the NU can play a more ef- 
fective political role as a pressure group out- 
side the strictly controlled formal political 
party system. But since assuming the 
leadership in 1984, some of his methods 
have antagonised the conservative and in- 
dependent-minded membership. 

Wahid's strategy is to persuade the NU to 
adopt a more sophisticated approach to the 
complex social and economic issues con- 
fronting Indonesia. To some extent he is in 
tune with new concerns among the santri 
which go beyond the issues of Islamic con- 
duct. Many delegates expressed concern at 
the congress about the behaviour of politi- 
cally well-connected business groups in 
their areas. "They are buying up land and 
small businesses and putting our livelihood 
in jeopardy," one said. 

Another much-discussed topic at the 
congress concerned the "morality" of the re- 
cently booming stockmarket, in which large 
conglomerates are more or less openly 
amassing huge sums from the proceeds of 





NU delegates decided to stay out of politics. 


Muslim party, the United Development 
Party (PPP). In 1982, the PPP polled 27% of the 
national vote. In the 1987 elections — after 
the NU pulled out — it fell to third place with 
a dismal 1575 of the vote. 

While there was widespread dissatisfac- 
tion in NU with the PPP, many members 
found it hard to surrender the privileges of 
political office, and there remains an influen- 
tial faction within NU opposed to the current 
leadership for this reason. Many of the 
ulama, on the other hand, have adjusted to 
the new conditions, building up political in- 
fluence at the local level instead of in Jakarta, 
analysts say. "For the government it was a 
much safer option to have the ulama play 
politics at the local level," leading Indone- 
sian Muslim academic Mohtaar Mas'oed 
said. 

The chief proponent of the organisation's 
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share issues. "The NU must show more in- 
terest in wider issues such as the social and 
economic situation demands," a delegate 
from Central Java told the REVIEW. 

However, any suggestion the NU is on 
the verge of putting its weight behind politi- 
cally sensitive issues is regarded by many 
observers as premature. None of the more 
radical proposals on the economy made it 
into the final congress statement. "It will 
take another five to 10 years before the intel- 
lectual capability of the NU improves so they 
can articulate these social and economic is- 
sues," said a foreign analyst attending the 
congress. 

Wahid agreed: "I would say in five years 
we will be able to formulate more socially 
oriented approaches, not just a question of 
what is haram [forbidden] and halal [permit- 
ted].” ы 
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MALAYSIA 


Accord marks formal end to insurgency 


Farewell to arms 


By Suhaini Aznam and Rodney Tasker 
in Haadyai 


t was nowhere near as dramatic as the 
| Ee collapse of doctrinaire com- 

munism in Eastern Europe, but when 
the Communist Party of Malaya (СРМ) at the 
stroke of a pen abandoned its 41-year armed 
struggle to overthrow the Malaysian Gov- 
ernment on 2 December it marked the most 
significant milestone in Southeast Asian 
communism for years. 

Whether the CPM will now whither and 
die as a political force remains to be seen. 
Chin Peng, the legendary CPM secretary- 
general and one of the world’s most endur- 
ing revolutionary leaders, claimed after 
sighing separate agreements with the 
Malaysian Government and Thai military in 
a hotel in the southern Thailand town of 
Haadyai that while his 1,100-strong armed 
units were being disbanded the party re- 
mained. Asked if he was still a Marxist- 
Leninist, he replied simply: “Yes.” 


While the СРМ has agreed to destroy all 
its weapons and ammunition — within 75 
days of the peace-signing ceremony, accord- 
ing to the Thai military — those party mem- 
bers opting to return to Malaysia will offi- 
cially be allowed eventually to enter domes- 
tic politics. This factor, a major sticking point 
in the negotiations as far as the Malaysian 
Government was concerned, was en- 
shrined in the joint communiqué. But 
Malaysian officials said that any party set up 
by the mostly ageing senior CPM cadres will 
not be allowed to have any reference to com- 
munism or revolution in its title. 

The event could mark a new era of bila- 
teral cooperation between Malaysia and 
Thailand. In the past, the Malaysians in- 
sinuated that the Thais were not hammering 
the CPM — most of whose guerillas were 
based in the jungles of southern Thailand — 
hard enough. In return, the Thais were pri- 
vately critical of support in some Malaysian 
political circles for armed Thai Muslim 
separatist groups in the area, who were 


thought to enjoy sanctuary among their 
Muslim Malaysian brethren across the bor- 
der. The groups, referred to as bandits by 
the Thais, have stepped up their campaign 
over the past two years, burning down 
schools and attacking Buddhist Thais in the 
region. 

The 2 December “honourable settle- 
ment” was a far cry from the abortive peace 
talks in Baling, in the northern Malaysian 
state of Kedah, in December 1955. The latest 
affair was a media event, starring the now 
portly, rather prosperous looking Chin 
Peng, 67. The CPM leader had arrived in 
Thailand in late October — apparently his 
first return to the fold since moving to Pe- 
king in the early 1960s, according to Thai 
security sources — and took part in the final 
round of three-way peace negotiations on 
the southern resort island of Phuket. 

For the ceremony, the man who was bet- 
ter known in his previous image as a slim 
guerilla-leader in baggy pants and a short- 
sleeve shirt, donned a light grey business 
suit. He would not tell the press what his 
personal future plans were, though he said 
he would respect the decisions of party 
members on whether they wanted to return 
to Malaysia, remain in Thailand on plots of 
land near their former camps provided by 
the Thai authorities, or in the case of one or 
two members, opt to go to China. 

“Т want to take this opportunity to correct 





Out of the jungle 


Even for Malaysians, the Communist Party of Malaya’s (CPM) 
violent campaign to seize power in the country was largely a for- 
gotten issue. Everyone knew that there was a CPM somewhere, 
and that it was led by a cunning old warrior called Chin Peng, but 
there were more important things in life to think about. And that 
is the way the Malaysian Government wants the public attitude 
to the 41-year-old conflict to remain. 

Moves towards a final peace formula with the CPM were given 
wide publicity in the Thai press, leaving the more government- 
guided Malaysian media in the strange position of having to fol- 
low up the reports from Bangkok. In a way that was not surpris- 
ing, given the fact that the СРМ has operated from the jungles of 
southern Thailand for more than 30 years. But for the Thais it has 
been a sideshow, despite the fact that many Thai soldiers have 
been killed in operations against CPM sanctuaries. 

The situation also reflected the fact that while the compara- 
tively brash Thai press was fed by constant leaks from senior Thai 
military officers engaged in the year-long negotiations with lead- 
‚ ers of the remaining 900-1,200 СРМ forces, the Malaysian au- 
thorities were anxious to keep the affair secret. There were fears 
of a political backlash if it was known that the government was 
doing a deal with the communists. 

It was only two weeks before the 2 December peace accord 
was signed with the CPM that Kuala Lumpur confirmed senior 
Special Branch officers had been involved in the talks. For the 
Thais, who had already talked 700 CPM guerillas from "revolu- 
tionary faction" and "Marxist-Leninist" breakaway factions into 
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accepting amnesty in 1987, the hard-core remnants in the dense 
forests of southern Thailand were a minor security irritant. They 
posed more of an economic threat by chopping down trees and 
engaging in cross-border smuggling than any serious security 
issue. 

However, while celebration glasses clinked in Haadyai on 2 
December, Malaysian Special Branch officers were letting embas- 
sies in Kuala Lumpur know that they were not about to give up 
their vigilance towards a movement which had caused such 
havoc in pre-independence Malaya in the 1950s. The CPM may 
have been docile for several years, but its squads had managed to 
assassinate the then inspector-general of police, Tan Sri Rahman 
Hashim, in broad daylight in Kuala Lumpur in 1974, and then 
blow up the capital's national monument during the same 
period. Special Branch officers were asking why the CPM was ap- 
parently giving up its struggle now. They want to know whether 
everyone will leave the jungles of southern Thailand and fear the 
CPM may wish to continue its struggle with new, more insidious 
tactics in the Malaysian political arena. | 

Tan Sri C. C. Too, the retired head of the Malaysian Home 
Ministry's psychological warfare section, who spearheaded the 
government drive against the CPM for three decades, said: "The 
new situation is worse than the old one, from a security point of 
view." If the CPM guerillas came out of the jungle and were given 
land in Thailand, they would still be formed under their old 
leadership structure and would still nurture ideas of subverting 
the Malaysian Government, he asserted. "The threat they posed 
to the Malaysian side is the same as before, except that we can't 
shoot them," he said. "I am very worried." 

But other analysts in Kuala Lumpur were more sanguine. 
“There is no one in Malaysia waiting to welcome the CPM people 
with open arms," an analyst said. "These people are irrelevant to 
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several press reports that I will take part in 
the coming general elections in my coun- 
try,” Chin Peng said, speaking in impecca- 
ble Bahasa Malaysia. On the CPM members’ 
future political programme: “We'll abide by 
the law,” he assured. 

Of the 1,188 remaining CPM members, 
694 were born in Thailand and 494 claim 
Malaysian origin. Malaysia will not intro- 
duce special requirements for those seeking 
citizenship beyond existing legal provisions, 
which include security screening. The 
whole process could take several months. 
Of those claiming Malaysian roots, 402 are 
ethnic Chinese and 77 Malays, half of them 
іп the 35-50 age group. There are also 30-40 
Singaporeans, though it is highly unlikely 
that any of these will be allowed back to 
the staunchly anti-communist island re- 
public. 


alaysian officials were cagey when 
M asked for details about re-settle- 

ment of former CPM members', but 
stressed that the CPM itself would remain 
banned, as it has been since July 1948. The 
party was formed in 1930. 

"Malaysia rejects communism,” said 
Malaysian secretary-general to the Home 
Ministry Datuk Wan Sidek Abdul Rahman, 
who signed the peace accord for Kuala Lum- 
pur. In any case, engaging in politics is more 
theoretical than immediately practicable, as 
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Chin Peng: ‘honourable settlement.’ 
Malaysian laws provide for several checks 
before new parties can be registered. “If [a 
new party’s] by-laws and objectives are in 
conflict with the aspirations and consti- 
tution of Malaysia, they cannot,” Sidek 
said. 

Malaysian authorities have also refused 
to confirm a Bangkok press report that Kuala 
Lumpur agreed not to place returning CPM 
members under the tough Internal Security 
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Act (ISA), a law introduced in 1960 specifi- 
cally to counter the communist threat. With 
the CPM truce, opposition parties have called 
on Prime Mnister Datuk Seri Mahathir 
Mohamad to rescind the act, which has also 
been used against political opposition but 
non-communist figures. Mahathir has 
turned down the requests, citing socio-poli- 
tical threats, especially racial strife. 

Previously, CPM members who have sur- 
rendered have been dealt with under the 
ISA, including various periods of rehabilita- 
tion, and issuing some of them new iden- 
tities to protect them from revenge attacks. 
But the 2 December event was not a surren- 
der — a term the press had been specifically 
instructed not to use. Indeed, given the 
equal status accorded to the CPM by the Thai 
and Malaysian authorities, if anything the 
CPM gained rather than lost legitimacy in the 
view of some analysts. 

One of Malaysia’s main problems now is 
handling perceptions among its own popu- 
lation. The СРМ killed more than 10,000 
troops and civilians ‘during their violent 
campaign. Families of victims and jungle- 
fringe villagers might not take kindly to soft 
treatment for the former guerillas. Perhaps 
for this reason, Sidek refused to confirm 
Thai reports that his government would 
provide resettlement assistance of M$300 
(US$110) a head per month for three 
years. * 
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today's Malaysian society." If China has indeed now abandoned 
a CPM it once supported wholeheartedly, according to this 
theory, party cadres can no longer count on external support. 

Whatever the reception in Malaysia for those who want to re- 
turn rather than remain in southern Thailand, the ageing, mainly 
ethnic Chinese leaders remain proud of their record; Having 
fought the Japanese invasion forces, along with British Force 136, 
under the banner of the Malayan People's Anti-Japanese Army, 
and then campaigned to force the British colonialists out of the 
country up to independence in 1957, they feel they should be 
treated as heroes. 

The CPM's campaign began during the 1950s, when at its peak 
it had 5,000 armed fighters and drew forces from six British-led 
Commonwealth countries into the battle. The British Gurkha 
troops and the Green Jackets regiment were particularly effec- 
tive, backed by an efficient Special Branch intelligence network. 
hips de ата in h = >= 
perhaps the world’s о EM . > 
paign against а communist $% 
suerilla insurgency, serv- 
ing as a model for military 
jungle-warfare st 





set up in а British-or- 
tactic to remove 
the CPM's Chinese logistical 
support, still remain as a 
testament to what is now 
referred to simply as “the 
emergency.” 





Former CPM cadres celebrate in Thailand. 
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The party’s secretary-general, 67-year-old Chin Peng, has be- 
come synonymous with the so-called revolution. Yet for most of 
the time since 1962 he has lived in Peking. Little is known about 
the man who has headed one of the world’s longest insurgen- 
cies. C. C. Too first met him in 1946, when he was addressing a 
meeting of cadres. He described him as being “quiet, gentle- 
manly and scholarly — I was very impressed.” Too thought he 
was more of an action man than a doctrinaire communist, but he 
obviously exerted “quiet authority.” He added: “Chin Peng is the 
one communist in the world whom I respect.” 

During the 1960s, a Chinese-led CPM licking its wounds after 
being decimated by a military operation against it in the 1950s, 
began to try and attract the majority Malay population in 
Malaysia. It set up fronts to attract Muslim Malays and in its 10- 
point “specific programme” called for a broad-based democratic 
patriotic united front of “all communist, socialist, religious and 
patriotic organisations and 
individuals.” 

The dreams of Chin 
Peng and his cohorts might 
now be over, particular- 
ly at a time when East 
European communist-bloc 
countries are reverting to 
Western-style democracy. 
But the Malaysian Govern- 
ment is intent on ensur- 
ing that the public per- 
ception of the CPM’s cam- 
paign remains that of an 
impossible dream. 

ш Rodney Tasker 
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HONGKONG 


The colony's liberals remain divided and ineffective 


Democratic malaise 


By Emily Lau in Hongkong 


s Hongkong tries to pick up the 
A pieces after the traumas of the 4 June 

massacre in Peking, there is little sign 
that the British colony is moving towards a 
democratic political system before China 
takes over in 1997. The local government 
still maintains that developments will “con- 
verge” with the Basic Law, a mini-constitu- 
tion for post-1997 Hongkong, implying that 
any political changes must be approved by 
Peking. 

Ever since indirect elections were intro- 
duced to the Legislative Council (Legco) in 
1985, pro-democracy groups have been 
fighting for a representative government. 
But while their efforts were given added im- 
petus when some leading members were 
appointed by the Chinese Government to 
the Basic Law Drafting Committee (BLDC) 
and the Basic Law Consultative Committee 
(BLCC), the lobby now is in disarray and is 
coming under increasing pressure from Pe- 
king. 

Two prominent members of the group, 
Szeto Wah and Martin Lee, both Legco 
members, were branded by China as 
counter-revolutionaries for playing a lead- 
ing role in the Hongkong Alliance in Sup- 
port of the Patriotic Democratic Movement 
in China. The alliance was active in giving 
material and financial support to Chinese 
political dissidents. As a result, Peking has 
accused it of engaging in subversive activities 
and has asked the Hongkong authorities 
that it be outlawed. In October, Szeto and 
Lee were expelled from the BLDC. 

The pro-democracy movement has suf- 
fered from a lack of leadership and direction. 
Following the 4 June massacre, instead of 
demanding a speedier pace of political 
change, believing that a local consensus 
could put pressure on Peking, the lobby 
held talks with the conservative business 
group and the so-called “moderates,” who 
include both communist sympathisers and 
fence-sitters allegedly wishing to please all 
sides. The negotiations were held after the 
pro-democracy lobby initially had adopted 
the British House of Commons’ Foreign Af- 
fairs Committee (FAC) proposal that half of 
Legco should be directly elected in 1991 and 


` full universal suffrage should be introduced 


by 1997. 

In entering into negotiations with the 
conservatives and the moderates, the pro- 
democracy lobby refused to support a politi- 
cal model advocated by members of the 
policymaking Executive Council (Exco) and 


Legco — collectively known as Omelco — 
who proposed that one-third of Legco 
should be directly elected in 1991, with that 
proportion raised to 50% by 1997. The re- 
fusal was based on the lobby’s belief that be- 
cause Omelco was a colonial institution, its 
proposal would not be acceptable to China. 
In the end, the lobby and the two other 
factions agreed on a so-called 4.4.2 model, 
under which only 40% of Legco would be di- 
rectly elected in 1997. The other 40% would 
be elected by functional constituencies and 
20% by a grand electoral college. The lobby 
did not fight for a referendum to find out 
what Hongkong people wanted, because 
they felt that would not be allowed by Pe- 
king. As it turned out, the 4.4.2 model also 
did not find favour with Chinese officials. 
Meanwhile, the lobby’s about-face con- 
founded their supporters and heightened 
the cynicism of critics, who have often de- 





But with Peking breathing down their 
necks, some liberal activists are afraid to get 
involved in anything that could be seen as 
provocative to China. Some — evidently be- 
cause they felt intimidated — have 
suggested Szeto and Lee should not play a 
leadership role in the party. Apart from 
being disorganised and having no clear 
programme, the pro-democracy lobby 
has been forced on the defensive by 
the conservative business groups. The 
democracy lobby’s first political model 
was a response to a conservative model 
put forward in 1987 by the Group of 
89 businessmen and professionals in the 
BLCC. That model was replaced by the FAC 
proposal, which in turn has been aban- 
doned for the consensus proposal. 

A key member of the pro-democracy 
lobby said the die had now been cast and 
that they would form their own party. Some 
businessmen have offered financial sup- 
port, provided their identities are not re- 
vealed. A preparatory committee is looking 
for 300 founding members to launch the 
party sometime next year. However, few of 
those involved are sanguine about the pros- 
pects for the new party, which has to face 
both pressure from Peking and the apathy 
of a disillusioned populace. The pro-demo- 
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Lee; supporters of pro-democracy movement іп China: dwindling interest. 


scribed them as lacking in leadership, stra- 
tegy, and principle. A mass rally held on 29 
October on the draft Basic Law was at- 
tended by less than 500 people. That was a 
far cry from the heady days of May and 
June, when up to 1 million people took to 
the streets to demonstrate their support for 
the pro-democracy movement in China. 
Probably, many Hongkong people regard 
the Basic Law as irrelevant. 

Thus, the future direction of the lobby re- 
mains unclear. For the past two years, the 
three most prominent liberal groups — with 
a combined membership of less than 500 — 
have been negotiating to form a political 
party. They are Meeting Point, the Hong- 
kong Affairs Society and the Hongkong As- 
sociation for Democracy and People’s Liveli- 
hood. Talks recently collapsed because of 
political and ideological differences. Instead 
they decided individual members could join 
the new party if they wished. 
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cracy lobby has also suffered as a result of 
emigration of many middle-class potential 
members, who do not think Hongkong has 
a viable future. 

Meanwhile, the so-called moderates — 
including leftwingers and pro-Peking sym- 
pathisers — plan to form their own party, 
which some have hinted will be the ruling 
party in future. Indeed, the way events are 
shaping up, a likely future scenario could 
see the moderates forming a party based on 
the trade unions and other professional and 
residents organisations. The leftwing ac- 
tivists remain perhaps the best-organised at 
grassroots level. With the addition of some 
pro-Peking businessmen and professionals 
as leaders to give it a capitalist front, this 
party could well become the ruling party in 
Legco. The liberals, even if they manage to 
get their act together, might still end up 
as an ineffective and disorganised opposi- 
tion. 4 


14 DECEMBER 1989 


Our most important passenger benefits 
are the ones you never see. 





We know ourselves. And you considered to be exemplary 
know that we take the main- We have been maintaining our 
tenance of our aircraft very own aircraft for over 63 years 
seriously. For our methods of пом. But not just our own ан 
testing, as well as our check- craft. At present, some 10,000 
ing and service regulations, technicians are employed in 
rank among thestrictestinthe the Lufthansa hangars: to look 
world. But that's not all, we're after our fleet, as well as the 
also intolerant towards the aircraft of another 150 cus- 
smallest exceptiontotherule. tomers. Because we're по! 
Throughout the world, the train- the only ones to think highly ої 
ing we give our mechanics, German thoroughness. 
technicians and engineers is 
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Traveller’s Tales 


ne of the comfortable cliches that 

has supplied false comfort to 

the West in general and to US 

technologists in particular was the 
assertion that, while Japan might excel in the 
application and marketing of technology, it 
was less strong in such fields as pure science 
and innovation. The theory is heard less 
often these days: Japan’s scientists are up 
among the leaders in many fields of deve- 
lopment, from super computers to super 
conductivity. 


If personal proof were needed, I recently 
witnessed an онну performance 
demonstrating that originality, not to say 
a positively British ° gift for eccentricity, 
flourishes on Japanese soil. At a conference 
at Fontainbleau, not far from Paris, Seizo 
Ota, president and chief executive of the 
Teho Mutual Insurance group, stood up 
and proceeded to stun his audience with 
| a series of mind-boggling proposals. He 
started out with a suggestion that an inter- 
national scheme should be launched to link 
the Yangtse and Yellow rivers, thus solving 
a lot of flooding and irrigation problems. 

Ignoring national and political divisions 
(and not bothering to claim that the prospect 
of a break-up of the Soviet empire had 
brought his ideas a little closer to reality), 
Ota then called for Japan/Chinese/Soviet/ 
Korean cooperation in building a Northeast 
Asian base for intercontinental flights by the 
jets or rockets of the future which will carry 
passengers to North America or Europe 
within an hour or so. He has equally ambiti- 
ous plans for Latin America, for Okinawa (to 
which he suggests Hongkong — its people 
and its economic functions — should be 
transported) and for Thailand. There he 
shares the dream of my old friend X. Y. 
Chow, founder of the Thai Oil Refinery Co., 
who used to advocate the cutting of a canal 
across the Kra isthmus by a series of under- 
ground nuclear explosions. 


The Fontainbleau meeting brought senior 
corporate executives together from Europe, 
Japan and Southeast Asia and was or- 
ganised by the Euro-Asia Centre of INSEAD, 
Europe's largest international business 
school. The centre was founded by Henri- 
Claude de Bettignies, who after celebrating 
its first decade is preparing to leave for Stan- 
ford. Henri-Claude has done much jetting 
around the world organising, recruiting and 
persuading firms to sponsor the project and 
his patient wife is hoping for a more settled 
spell in California with the family, including 
an adopted Korean girl. His Fountainbleau 


40 


brainchild boasts both students and staff 
from a wide international catchment area. 
Its language of instruction is English, a fact 
which came only recently as some surprise 
to the linguistically proud French au- 
thorities. 


The theme of the meeting was the chal- 
lenge of doing business with East Asia, but 
the unfolding drama of what was happen- 
ing in Eastern Europe proved mightily dis- 
tracting, as did the question of how the busi- 
ness leaders of the developed world should 
respond. For the Japanese, Taiwanese and 
Koreans, the collapse of the walls, barbed- 
wire entanglements and 
watchtowers around Eastern 
Europe’s periphery was 
of infinite interest. They 
were glimpsing the pros- 
pect of a huge field for in- 
vestment opening up as an 
alternative to the still for- 
bidding morass of China 
and, perhaps, to the rest of 
Asia. 

The East European al- 
ternative would be ready 
with heavy industry and 
infrastructure, with edu- 
cated under-employed work- 
forces available at compara- 
tively cheap rates. Such 
feelings and opinions were 
echoed by the West Euro- 
peans, who were able to 
tell themselves convincingly 
that the transfer of capital 
and technology to societies 
which were freeing themselves after dec- 
ades of oppression was their historical 


duty. 


On top of their plans for the single market 
of the EC in 1992, the captains of industry, 
trade and banking are now confronted with 
the possibility of a hugely greater European 
market emerging in the next few years. 
Western Europe has been preoccupied with 
1992 for some time now, and the future of an 
even greater Europe promises huge expan- 
sion. Short of the fall of Gorbachov and a 
post-Tiananmen type clamp-down in the 
Soviet Union and its rapidly disintegrating 
East European empire, Asia can expect no 
great surge of interest in its markets for the 
foreseeable future. 


It is sad to reflect that it was China, 
under Deng Xiaoping's leadership, which 
launched the communist world's first ven- 
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ture into liberalisation since the Red Army 
crushed Eastern Europe's democratic stir- 
rings in the 1950s, and that China was still in 
the vanguard until Deng and his Old Guard 
took fright in June. New horizons are open- 
ing up west of the Urals, while China sinks 
again into another obscurantist Dark Age. 
As the changes multiply, one would like 
to shake Deng by his aged neck. As ће | 
presides over the dismantling of his 
greatest achievement — China's open- 
ing during the 1970s and 1980s — he 
tells visitors blandly that he is not worri- 
ed, that the foreign devils will still flock 
to the Middle Kingdom. 

But as he and his myopic 
fellow leaders hug the 
thought of the magnetism 
the market of China has exer- 
cised for so long over the 
West, he cannot see that the 
West is in the process of find- 
ing fresh fields, a new fron- 
tier, within itself. And the 
Soviet and East European 
opportunities may prove 
more attractive than China to 
fellow Asians. 


ҮГІНМІХ 


Australia has just as many 
cultural difficulties with Asia 
as does Hollywood, which 
still happily mixes up Japan 
and China, with bit-players 
playing Japanese chatting 
away in fluent Cantonese 
and alleged Chinese mutter- 
ing, “Domo, summimasen.” 
One prominent Australian 
newspaper headlined Deng’s recent an- 
nouncement that he was finally withdraw- 
ing from politics with the words: DENG 
SAYS SAYONARA TO POWER. 


Those who address mail to Hongkong 
regularly place it in a variety of Asian coun- 
tries, from Japan to Singapore. One of the 
offenders is a certainly US military college — 
which makes one wonder about the target- 
ing of some of the ICBMs. One such geo- 
graphical error from Sweden prematurely 
anticipated 1997. Disturbingly, the post of- 
fice delivered it: 
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Sweden Intemational USDSZEROVOFIVESS 


[ASIAN REGIONAL EXCHANGE FOR NEW 
ALTERNATIVES 
2/F HUNG HOM BAY CENTRE 


G-BLK 
HUNG НОМ, KOWLOON 
PEOPLES ВЕР» OF CHINA 
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Your Partner in the World 





Let's talk about Europe 1992 


Europe "92 is more than just economics. It's a different way of 
thinking. A way of doing business without precedent. 

All of us at Deutsche Bank share a common view of the new 
Internal Market. It takes tangible shape in our European net- 
work. And in the way we think about the Europe of the future. 
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business - today and for tomorrow. 
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f humour is the fine art of ipi 
Malaysians have unconsciously re- 
fined the art form to cope with the 
: stresses of multi-racial urban Ше. 
Malaysians laugh so that they will not 
punch each other. Humour allows Indians, 
Chinese and Malays to laugh at themselves, 
so they will feel less the sting of others’ racial 
arbs. Here, humour is used to highlight 
stereotypes, and then to destroy them; to 
whittle away racial differences and reach а 
. common, sympathetic cord. 

222 There is the old joke, told in Bahasa 
Malaysia, which imitates the sounds made 
_by the drums of the different races. The 
noisy Chinese drums boast, "lots to gain, 
lots to gain,” as befits that mercantile race. 
Тһе more sedate Indian drums roll, “now 
гапа then will gain, now and then will gain,” 
‚а middle course befitting the , 

mix of wealthy professionals 
and poor estate labourers. 
‚ Then the hollow beat of the dig- 
. nified Malay drum: “naught to 
gain, naught to gain.” The indi- 
enous. Malays are reputed to 
have the least business sense, 
. accounting for their rural pov- 


= ‘But if humour is universal, 
Malaysia’s brand of humour — 
as overheard in elevators or 
_ bandied about in pubs — is not 
automatically comprehensible 
to foreigners. The laughter, 
while genuine and whole- 
< hearted, sometimes has a hard 
_ edge to it. The jokes are some- 
times offered with a tinge of 
mbarrassment, a tacit apology 
‘to those it might offend. Even 
between very old and good friends, some- 
ne recounting racist grafitti on the walls of 
'ublic toilets, would preface it with "Hey, I 
‚ really hope you don't take this to heart . 
When they are not laughing, Malay- 
яд especially Malays and Indians, love а 
kerchief-drenching tragedy. Thus the 
wide appeal of Hindustani tear-jerkers, 
specially in villages and small-towns. Yet 
scratch the surface and even urban dwellers 
are a secretly emotional lot; it’s just that 
urban life discourages а show of feeling. 
Laughter, just a hiccup away from tears, has 


мау of coping, of course, is to run amok — 


evolved as a useful copi ng device. Another _ 


originally a Malay word — but this can be 
violent and carries painful consequences. 
The best of Malaysian humour remains 
the works of the cartoonist Lat, the name by 
which one-time crime reporter Mohamad 
Nor Khalid is more popularly known. A 
shy, small town boy from Perak, Lat 
achieved fame through his daily cartoon 
strip in the New Straits Times (NST). His social 
commentary ranges from village life, as seen 
through a young boy’s eyes, to national poli- 
tics, as observed by an irreverent bystander. 
His cartoons capture facets of Malaysian life 
in fine detail and with much gentle irony. 
Lat himself looks like his main pro- 
tagonist, round-faced with a wild mop of 
curly hair. He is a jolly, rotund man, fed on 
local delicacies as he researches the nuances 
of the Indian roadside tea-stall, the mixed 
clientele at the corner Chinese coffee-shop, 
the politics of the Malay wedding feast. Lat's 





Lat's boy gets the girl. 


appeal lies in his ability to reach the ordinary 
man-off-the-crowded Chow Kit minibus. 
His strength lies in his ability to meld into 
the crowd, while retaining his distance and 
sense of mischievous anticipation. 
Although Malay language and poetry 
places a premium on subtle humour, early 
films captured only slapstick comedy. It was 
in the post-war era, when the nation was 
poor and insecure, still rankling from British 
colonial rule, that the anti-hero emerged. He 
was à caricature: the poor aspiring violinist 
from the village, who washes cars by day 
and sings at garish clubs by night, who loses 
his girl but not his dreams, trapped between 
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ndians, Chinese, and Malays laugh so they will not punch each other 


uipping away at 





Malay feudal traditions and his glimpses of 
an emancipated, newly independent so- 
ciety. And he is the father of today's anti- 
hero. This is where Lat's talent truly lies: he 
has created a funny anti-hero. 

Lat has since left the NST, striking out on 
his own. His choice of a company name, 
Kampung Boy Sendirian Bhd (Village Boy — 
Ltd) is a tribute to perhaps his best work, the - 
evergreen favourite Kampung Boy. His cari- 
catures of contemporary events still appear 
іп the NST, as freelance contributions this: 
time, but Lat has also created original book- 
length works. His latest, Mat Som, is for the 
Malay audience who may not have under- 
stood his earlier, English series. Its success is 
such that three months after the first print 
run of 30,000 in June, Lat had to print | 
another 10,000 copies. 

“Mat Som is just a nobody,” says Lat, 
though anyone familiar with his early start 

| in journalism will see faint ге- 
“semblances. Mat Som, a simple 
village name, is a struggling 
part-time writer, whose for- 
tunes are such that he has to re- 
sort to pawning his watch to 
feed himself. Boy meets girl is 
one of Lat's central themes, and 
this case is no exception. Mat 
Som sees the pretty Miss Yam 
at the bus stop every day, "but 
such is city life, you live side by. 
side for years but never ex- 
change greetings." 

One day Mat Sonys father 
writes him a letter which is 
partly a request and partly an 
order for him to marry Faridah, 
the daughter of an old family 
friend. Mat Som is distraught. 
For one thing he cannot afford 
a wife. He rebels: "In this age, 

which young man marries his father's 
choice?" 

Interwoven with this simple love theme 
are reminders of the generation gap, the 
rural-urban gap; Mat Som is torn between 
feeling indebted to his parents and his need, 
as he eventually tells his mystified father, 
"to serve society, to seek new experiences, 
to travel, to meet all manner of people. In 
this life, I don't want to just sit and look, I 
want to take part!" 

His problem resolves itself when he fi- 
nally meets Faridah, whose heart is already 
spoken for. His dumpy childhood friend, 
whom Mat Som remembers as a bit of a pest 
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The art of writing. 
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transmission systems; we are also Europes 
number one supplier of telecommunication 
satellites and earth stations. 

All of which goes to prove that whatever 


your transmission needs, we're bound to have 
exactly the right system. 
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trailing the boys on their river adventures, 
has become a sophisticated city lass — with 
a wealthy beau in a BMW by her side. He 
writes his father a wise letter about the 
dreams we must let go. 

Letting go, but of our biases this time, is 
also the aim of another humorous work to 
hit the streets this year, Kit Leee’s Adoi! 
(Ouch!). This first work by graphic artist Kit 
Leee, is aimed, unlike Lat’s work, specifi- 
cally at the city dweller — and is in fact, а so- 
cial study of the Klang Valley population 
that feeds Malaysia's capital city. 

Kit Leee begins by demanding that the 
Real Malaysian shut up — a clamorous exer- 
cise that demonstrates that there is no such 
person. The Malaysian is an amorphous en- 
tity of many cultures, whom Kit Leee 
parades in all his quirky splendour. 

There are the "Heavy Metal Kutu" — 
usually Malay youths in skin tight jeans and 
brass studs, “really quite a harmless, lovable 
lot — though some may consider them the 
Living Sex Hormones of Society," writes Kit 
Leee. Kutu means lice, something to do with 
their long, frizzy hair perhaps, but among 
themselves, it is a term of endearment. 

Then there are the “Jinjang Joes,” 
Chinese youths aping Hongkong fashions, 
whose idea of entertainment is to loiter 
around shopping malls; the die-hard “nya- 
muk” or mosquito, hell riders who terrorise 
Kuala Lumpur streets on noisy bikes at mid- 
night; the “jaga kereta” or unlicensed park- 
ing attendant with his panache at mak- 
ing a buck. To the city dweller, all are 
familiar figures — whom most have chosen 
to ignore. 

But the best chapter in Adoi! is the all-too- 
brief one on “Manglish” — Malaysian Eng- 
lish (or more aptly mangled English). Dai-la 
can mean both “I’m dead" or "You're dead” 
and is used in mock commiseration; 
Watudu, a corruption of "What to do?" plus 
a shrug typifies Asian fatalism. Yusobadwan, 
(literally “You are so bad one") plus a playful 
slap is the way schoolgirls chide each other. 

Lat's English collection, and more recent- 
ly Kit Leee's Adoi!, invite Malaysians to 
laugh at themselves. But where Lat's is a 
gentle ramble through the countryside, Kit 
Leee is direct. His sociological study forces 
Malaysians to take stock. But where Lat dis- 
plays an easy intimacy with his fellow travel- 
lers in town and the Malay heartland, Kit 
Leee is an uncomfortable town mouse. 

And thus each closes his tale on a differ- 
ent note. Mat Som, resplendant in Malay 
dress, walks proudly with his new 
girlfriend, Yam, paying little regard to the 
stares of the kutu. It is the point at which 
traditional values and young hopes meet, a 
personal coming to terms. Kit Leee, at the 
end of Adoi!, regretfully bids adieu, saying 
he needs time away and solitude, "a private 
dome on the moon. I need some time off- 
planet to recover from what they call Com- 
passion Fatigue." For the artist, humour 
does not always offer enough escape. a 


Letter from Berlin 


On the night the 
Berlin Wall burst 
open, amid the 
swarms of cheering, 
weeping | citizens 
from both East and 
West Germany were 
м. ДО hundreds of South 
Koreans. Mostly students and nurses living 
in West Berlin, they rushed to the Branden- 
burg Gate, witnesses to an emotional, his- 
toric event particularly poignant for them. 
As they gazed at the crowd of East Germans 
streaming across the border that had been 
closed for 28 Cold War years, many wept. 
“We were asking ourselves . . . If Germans 
could doit, why can't we?" said Lee Bong Hi. 

For Lee and many other South Koreans, 
what happened at the Berlin Wall inevitably 
leads to pondering Korea's own division 
along the demilitarised zone (DMZ), the line 
of demarcation between North and South 
Korea. The Korean peninsula has been di- 
vided since 1945, and so long as the Berlin 
Wall stood, Koreans could take comfort in 
the belief that, after all, they were not the 
only people divided against their will in the 
name of ideology. 

Now, in front of the crumbling wall, 
South Koreans said they felt "abandoned, 
left out" of the historic movement sweeping 
across Eastern Europe. From Hungary to 
Czechoslovakia to East Germany, the com- 
munist world is experiencing cataclysmic 
change. And yet, North Korea seems imper- 
vious to the trend. "When, we keep asking 
ourselves, will Koreans join the march of 
history?" asked Lee's husband. 

Then, as if to underscore the way in 
which events in Berlin held an uneasy echo 
for Koreans, South Korean President Roh 
Tae Woo showed up in West Germany for a 
state visit just as the border was opening. 
Roh was a guest at a state dinner, and the 
West German Government presented him 
with a piece of brick chiselled away from 
the wall. But when Roh arrived in West 
Berlin on 20 November, he declined an 
invitation to visit the wall himself, appa- 
rently afraid some radical South Korean stu- 
dents in the city would use the occasion to 
cause trouble. 

Although Roh kept his distance from the 
wall and the significance of its opening for 
his country, South Korean students and 
academics in West Berlin have not. Compar- 
ing and contrasting the Berlin Wall with 
Korea’s DMZ has become a favourite topic 
of debate among the city’s 2,000 South 
Koreans. Many claim that the DMZ could 
never be tampered with. The level of tension 
at the border — fuelled by the presence of 
half a million heavily armed troops near the 
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“Korea is one." 


DMZ — remains one of the highest in the 
world. 

Consider the Berlin Wall now. One re- 
cent afternoon, a couple of East German bor- 
der guards engaged in amiable conversation 
with West Berliners gazing at them from 
below. No longer were fierce dogs prowling 
in the area, no silent guards looking coldly to 
the west, studiously watching Western 
tourists. Now one of the East German 
guards calmly says: “Please, stop hammer- 
ing on the walls [for souvenir pieces]. If you 
continue, we will have to call in the police.” 

Such a scene at Korea’s DMZ is unimagin- 
able. Along the DMZ’ 4-km-wide strip, no- 
body is polite or relaxed enough to think of 
calling in the police. Any intruder risks 
being fired upon by hundreds of armed 
guards. Some years ago, when a Soviet dip- 
lomat posted in Pyongyang escaped to the 
South through the Panmunjom armistice 
village, a group of North Korean sharp- 
shooters crossed to the southern sector in 
search of him. In the shootout that followed 
at least two North Koreans were killed. 

Most South Koreans have concluded 
that the Berlin drama is not likely to be re- 
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One border down. 


peated at the Korean DMZ. But what has 
happened is too dramatic for Koreans to ig- 
nore. 

When it comes to the issue of reunifica- 
tion, South Koreans say they have more in 
common with those Germans who yearn for 
a unified Germany. The opening of the Ber- 
lin Wall has opened the question of reunifi- 
cation, and many Germans recognise that 
their European neighbours are chary of the 
prospect of a unified Germany. South Ko- 
reans who hanker for unification face similar 
scepticism about reunification from their 
neighbours in China and Japan. Perhaps 
carried away by the spectacle, someone hur- 
riedly hoisted a banner on a section of the 
wall near the Brandenburg Gate. It said: 
и Shim Jae Hoon 
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From the first moment you enter the Hong Kong Marriott Hotel the effect 
is dramatic. The lobby is spacious yet warm and inviting. And those first 
words of welcome from our Marriott staff make you feel entirely at ease. 


A comforting feeling when you're away from home. 


The opening scene at "i 











sets the mood. 
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It's an opening scene that sets the standard for your stay at the Hong 
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Kong Marriott Hotel. Simply put, we take care of you. We attend to your 


every comfort in friendly and reliable Marriott fashion—24 hours a day. 
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Our rooms offer unprecedented panoramic harbor and Peak views. 
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We've also added some very intriguing five-star features like computerized 
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bedside controls that let you call for valet service or adjust the curtains. 
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And the most advanced safety features went into the design and con- 
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struction of the hotel to offer guests a very safe environment as well as a 
luxurious one. 

With our Business Center and executive floors, we also help you get 
down to business during your stay. Then when business gives way to pleasure, 
you're next door to Hong Kong's premier shopping complex, the Mall. 

Every night you spend at the Hong Kong Marriott earns you points 
to put towards some terrific rewards. Just ask us about enrollment in our 
Honored Guest Awards Program, the travel industry's richest guest ap- 
preciation program. 

From the moment you join us in Hong Kong until you leave, we 


take care of you—at the Hong Kong Marriott Hotel. 


HONG KONG 


Маггойї. 


Marriott people know how. 


For reservations, call the Hong Kong Marriott Hotel, Pacific Place, 88 Queensway, Hong Kong. Tel: 8108366, Tix: 66899 MARTT HX, Fax: 8450737 
-258-/) 


Contact Utell International, your local travel professional or one of the following reservation offices: Bangkok Te!: 2-233-0566, Jakarta Tel: 21-578-1710, Kuala Lumpur Tel 
Seoul Tel: 2-778-0394, Singapore Tel: 235-2020, Taipei Tel: 2-751-1376, Tokyo Tel: 03-215-7285 
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РКВ. Japan's largest bank. 





International financial services? 
We talk your language. 


60,000 


40,000 


ЕШ Total Assets 


'85 '86 
(Unit: Billion Yen) 
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We're talking Euro-yen capital market activities. And we're talking business 
in Japan. In fact, we're multilingual, capable of talking many of the languages 
you speak, like currency and interest swap transactions. We're also quite 
fluent at making order-made financial plans for yOu. 

These talents grow out of over $414 billion in assets, making DKB the 
strongest funding base in Japan. We offer services that are worldwide. 
integrated and completely comprehensive. That's how we got to be who we 
are. Not just by being friendly, but by talking your language. 


We have your interests at heart. 


DAI-ICHI KANGYO BAN 


Head Office: 1-5, Uchisaiwaicho 1-chome, Chiyoda-ku, Tokyo 100, Japan Tel. (03) 596-1111 





| Network in Asia and Oceania] Branches in: Taipei, Seoul, Singapore, Hong Kong Representative Offices in: Jakarta. 
Kuala Lumpur, Bangkok, Bombay, Beijing, Shanghai, Guangzhou, Dalian, Sydney, Melbourne Subsidiaries in: Hong Kong, 
Singapore, Sydney Associated Companies in: Bangkok, Singapore, Kuala Lumpur, Jakarta, Brunei, Zhengzhou 
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Foreigners seek the fruits of financial reform 


New market dawns 


By Nigel Holloway in Tokyo 


ans of the US television sci-fi series Star Trek will remember 

that every episode began with the stirring line: “Space, the 

final frontier.” The mood evoked resembles the feeling for- 

eign fund managers have when they survey Japan’s sav- 
ings market. If they do not, they should, because competition to 
manage ¥3,000 trillion (US$21 trillion) in financial assets is finally 
taking hold in Japan. 

In the next few months, investment trusts worth ¥57 trillion and 
employees’ pension funds of more than ¥20 trillion are expected to 
be opened to outsiders. No one predicts an instant bonanza for new- 
comers, even if they are Japanese, but the opening of even a fraction 
of the savings market provides a tantalising 
glimpse of apparently limitless оррог- 
tunities that lie beyond. For foreign financial 


On other pages 


better opportunities, as the foreigners have one asset their Japanese 
competitors lack — experience. Firms in Edinburgh and Geneva 
have been looking after other people’s money for more than 200 
years, while the Americans — with only half that experience — are 
equally formidable competitors. 

Japanese institutions, by contrast, only started operating fund 
management programmes during the past few years. Until recently, 
companies had no spare cash to splash around, while individuals 
thought of “investment” as a punt on the stockmarket. With no de- 
mand for asset-management skills, Japanese banks and brokers did 
not need to provide them. This attitude changed in the 1980s for four 
main reasons. The first is that Japan 
started to run a consistent current-account 
surplus for the first time since its economic 


institutions, fund management is the final Asset accumulation .................. 25 miracle began. A surplus of this kind is 
frontier in Japan, in the sense that the walls Measuring performance ............ 58 simply the excess of domestic savings 
surrounding the insurance, banking and Securities houses ..................... 60 over domestic investment, so it generated 
securities industries have already been Pension fund managers ............ 62 a lot of spare cash for firms and indivi 
breached. Asset management is the last bas- Insurance industry ................... 66 duals. — | т 
tion of financial exclusivism. Privati havin 71 Japan is deservedly famous for its 
Gaijin (foreigners) have met only mixed E. вани а е high savings rate (gross domestic sav- 
aa Бп у Investment trusts 74 лр NE uror ee | 
success in their conquests to date. While Bo” «iene еріді саса ings were 34% of GDP in 1988), but if 
they only have a tiny share of the insurance Post Office funds ..................... 76 all that money were absorbed in domes- 
and lending markets, they are making Investment advisers ................. 79 tic investment, one would not necessari- 
money in the Tokyo foreign exchanges, fi- Fund management .................. 80 ly have seen the sort of explosion of asset 
nancial futures and in securities trading. Investment technology ............. 82 values that has occurred in Japan since 1985. 


Fund management appears to offer much 


14 DECEMBER 1989 


FAR EASTERN ECONOMIC REVIEW 


The supply of investible "things," like roads, 
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Yamaichi helps clients to maximize their 
financial potentials worldwide, with 
everything from diversified investment to 
international debt and equity financing. 


As a fully integrated financial institution with broad international 
expertise, Yamaichi is providing customers worldwide with 

a one-stop source of financial services. From brokerage, portfolio 
advice and fund management to innovative corporate finance and 
M&A assistance. Ask us how global integration can make the 
best of your world. 


ù YAMAICHI 


YAMAICHI SECURITIES 
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Yamaichi Securities Co., Ltd.: Tokyo “apen Tel: 03-276-3181 Telex: J22505 YAMAYORK 

Yamaichi International (H.K.) Limited: 12th Floor, Hutchison House, Harcourt Road 10, Central, Hong Kong Tel: 5-248014 Telex: 73747 YAMAH HX 

Yamaichi Merchant Bank pon Limited: 138 Robinson Road #21-01, Hong Leong Centre, Singapore 0106, Republic of Singapore Tel: 2211466 Telex: 23015 YAMASP RS 

Yamaichi Futures Private Limited: 138 Robinson Road #21-01, Hong Leong Centre, Singapore 0106, Republic of Singapore Tel: 2241068 Telex: 29284 YAMASP RS 

тех асите PO , Shanghai, Seoul, New York, Chicago, Los Angeles, San Francisco, Montreal, Toronto, London, Amsterdam, Frankfurt/Main Paris, Zürich, Lugano, 
llano, Madrid, rain, Geneva 
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sewers and other infrastructure, would have met the demand. 

The second reason is that the financial markets have been par- 
tially deregulated and interest rates freed. This coincided with a time 
when Japan faced a tide of rising cash, so interest rates fell. This in 
turn caused savers to start worrying about whether the return of- 
fered by their bank or investment trust was good enough. They 
began searching for a better-performing portfolio of investments, 
pressuring financial institutions to smarten up their ideas if they 
were to compete. 

What made savers particularly anxious to preserve the value of 
their investments was the prospect of growing old, the third cause of 
the growing competition. The proportion of Japanese over the age of 
65 will more than double to 25% between now and 2020. That is 
roughly the same proportion as in other developed countries, but 
the rate of change is twice as fast. 

The final reason — international pressure on Japan to liberalise its 
financial markets — is probably less important, but needs clarifying. 
Japanese financial institutions can offer their services much more 
freely than their foreign counterparts 
can in Japan. However, as the coun- 
try's investors seem to be buying up 
the world, it had to be made easier for 
foreigners to buy into Japan. Just as 
significant is the way gaijin institu- 
tions can be employed to ginger up 
the existing players while driving a 
wedge between, say, domestic banks 
and securities houses. 

Despite the fact foreign institu- 
tions have some strong competitive 
advantages over their Japanese ri- 
vals, it will take some time for this to 
be translated into a sizeable market 
share in areas like pension funds and 
investment trusts. This is because in 
fund management, as in everything else, long-term business re- 
lationships count for a tremendous amount in Japan. 

Trust banking, the area of asset management already open to for- 
eigners, is a case in point. In the barely three years since the first of 
nine foreign trust banks set up in Tokyo, they had 0.19% of the 
Y 19.3 trillion pension assets held by all 17 trust banks in Japan at the 
end of last September, according to Japan Financial Report. 

Without contacts, the only way a newcomer is going to break 
into the market is to offer high performance. Even then, Japanese 
institutions and individuals are wary about entrusting their spare 
cash to an outsider. "About 7076 of pension fund managers would 
not even consider appointing a foreign fund manager," says 
Brian Matthews, president of Jardine 
Fleming Investment Advisers in 
Japan, adding "many have never 
even thought about performance." 

The logical answer is to tie up 
with a Japanese institution and thus 
exploit its corporate contacts. Many 
have done just that. Shearson 
Lehman Hutton has formed a joint 
venture subsidiary called PanAgora 
with Nippo 
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Japan Fund 
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Pacific Japan Fund 
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n Life Insurance, which 
owns 13% of Shearson. Jardine Flem- 
ing has done the same with Yasuda 
Trust. Such ventures could well 
make big inroads into the savings 
market. But there is always the 
danger the Japanese side of the com- 
pany will learn enough to eventually 
dispense with the foreign partner. 
This may seem a remote prospect 
when it is remembered how far Ja- 
panese financial institutions lag be- 
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The Top Ten equity funds 


Japanese equity funds in US$ terms as of Sept. 1989 


Мао EIE CANTON: 
Name offund — Іш АЛА ЕВА 


Jardine Fleming 
Gertrust 

Lazard 

Schroder 
Wardley 
Hambro 
Gartmore 

GT Management 
SBC 








funds: walls begin to crumble. 
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hind their foreign competitors, though they are catching up fast. 

Just because a small gap has appeared in pensions and invest- 
ment trusts, does not mean the international pressure on Japan to 
liberalise further will dissipate. Foreign governments have their eye 
on a number of obstacles that need to be torn down. Among them 15 
the foreign exchange and control law. Although most controls on 
the movement of capital in and out of Japan were abolished in 1980, 
the remaining regulations and administrative measures make life 
unnecessarily difficult for foreign investment advisers. 

A Japanese must get permission from the Ministry of Finance 
(MoF) if he or she wishes to deposit more than ¥30 million offshore 
and all companies must do so, whatever the size of the transaction. 
This makes people wary of getting involved with perfectly legitimate 
overseas accounts for tax reasons, but does nothing to stop what 
goes on under the counter. If this is not changed, foreign institutions 
will continue to find it hard getting their hands on some of those cap- 
ital exports. Japan’s gross overseas assets totalled US$1.5 trillion at 
end-1988, US$398 billion higher than a year earlier. The net figure 
was US$292 billion in December 
1988. 

These regulatory barriers, though, 
are small in comparison with the 
business relationships which keep 
out foreigners and Japanese out- 
siders. But growing competition 
among fund managers will gradually 
erode these ties. Take the life insur 
ers, which manage ¥100 trillion in 
assets. One of the most significant 
changes is that they will have to dis- 
close the performance of their invest- 
ments from March 1990. This will 
prove extremely difficult because of 
the way their accounts are organised, 
with different types of investment 
and funds pooled in one vast treasure chest. But it puts the secretive 
assurers on notice that they will no longer be able to hide behind 
their status as mutual institutions. All other fund managers in Japan 
are joint-stock companies which face stricter disclosure rules. 

If the lifers are forced to perform better, this could in turn alter 
their relationships with the companies whose shares they own. At 
the moment they put up with a minuscule dividend yield, even 
though they have to pay almost all their policyholders out of those 
dividends they receive, rather than from capital gains. They may sell 
shares in firms which do not raise their dividend, or they may even 
ask the MoF to allow them to pay their customers out of capital gains. 
This could have a dramatic effect on a stockmarket, 13% of whose 
shares are owned by the life insur- 
ance companies. 

Behind all of these changes stands 
the MoF itself. The rising tide of Ja- 
panese savings threatens to engulf a 
bureaucracy that is still trying to 
micromanage an ocean. The banks 
are meant to be kept out of the 
stockbrokers’ patch and the life 
insurers are being told to mind 
their own business. Yet all the while, 
they are thinking up new ways to 
evade the rules. Officialdom rarely 
gives up power willingly, but the 
markets will eventually decide for 
themselves where savings will be 
channelled, not a group of extremely 
bright, but rather unimaginative, 
bureaucrats. When things start to 
move, the changes could be quite 
dramatic. But then that has been said 
before about Japan, hasn't it? a 
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The Agusta A109 С: the executive transpaxt | 
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gcosts. 2 
" ' is the.most recent addition to the 
successful A109 family. Speed, comfort and 
quiet are its essential qualities, together with 
reliability and safety guaranteed by its avionic 
systems and critical systems redundancy. 
Twin engines, with 8 seats т а luxuriou 
cabin, the А109 С sets new sta 
ards in executive helicopters. 
In.the world of airplanes, helicopters and 
aerospace systems, Gruppo Agusta provides 
the power to evolve. f. 
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Want a share of the Japanese market? If so, 
you'll need an introduction. And there's no 
better connection than Тһе Japan Economic 
Journal. 

The Japan Economic Journal is the English- 
language counterpart of Гле Nihon Keizai 
| Shimbun (Japan's leading business daily) and 
UT other Nikkei papers in marketing, industry 
| and finance. By introducing you to how Japan 
works, The Japan Economic Journal will put 
you in direct contact with the richest, most 
vital market on the planet. 

If you could use an introduction, do 
yourself a favor. Subscribe to The Japan 
Economic Journal. And discover a world of 
business that promises extraordinary growth 
for years to come. 
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ASSET ACCUMULATION 


Worrying 


about wealth 


By Charles Smith in Tokyo 


hen the Japanese were complimented by foreigners on the 
/ impressive performance of their economy in the 1960s and 
1970s, they would often respond by claiming the country’s 
wealth was only skin-deep. Japan might have an enviable record of 
GNP growth and an embarrassing trade surplus, the argument ran, 
but it was still far behind the West in terms of accumulated wealth. 
For the last two or three years this has ceased to be true. In De- 
cember 1988, the Economic Planning Agency (EPA) announced that 
Japan had accumulated Ұ5,338 trillion (US$43.75 trillion) worth of 
“national assets” by the end of the previous year, making it easily 
the world’s richest country, according to one important yardstick. 
Japan’s massive accumulation of wealth in the three years since 
1985, when national assets were valued at a 
“mere” 33,893 trillion (US$19.4 trillion at 
December 1985 exchange rates), goes along  End-March 1989 (Y t 
way to explain why the country has Бесоте gereg 
the dominant player in the US Government = 
bond market, as well as more recently in апор 
controversial areas like real estate and mer- -rust Fund Bureau 
gers and acquisitions. f 
Yet Japanese economists continue to fret 
about the "reality" of the country's new- 
found riches. Japan may appear wealthy to 
foreigners, EPA officials admit, and perhaps | 
even is genuinely wealthy when the yen fig- 
ures are translated into dollars, but view- ? 
ed from inside there are serious doubts У 
whether being the world’s top asset owner = 
is something to be proud of, or a cause for a 
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lend on a vastly larger scale. Securities, listed separately from other 
kinds of financial assets in the EPA’s accounting system, increased in 
value even more rapidly from а mere ¥1 trillion in 1955, to Ұ503 tril- 
lion in 1987. 

Finally, the value of real estate increased 462 times between 1955 
and 1987, as land prices soared while the amount of land available 
for development remained almost unchanged. At the end of 1987, 
the EPA valued the national stock of real estate at Y 1,686 trillion, a fig- 
ure which probably understated its market value but which meant 
that land accounted for 32% of national assets. The total value of US 
real estate at the end of 1987 was US$3.361 trillion (#410 trillion at 
current exchange rates) — substantially less than Japan, though the 
US is 20 times its size. 

The high value of land in Japan is usually explained by the gov- 
ernment as the result of a simple collision between supply and de- 
mand. Japan boasts the world's second-largest economy, but is 
slightly smaller than France in land area and consists mainly of 
mountainous terrain — about 85% of the total — which is unsuitable 
for anything except forestry. EPA officials admit, however, that two 
extraordinary factors have forced prices up particularly rapidly in the 
past few years. 

Land prices soared in Tokyo from late 1986 as foreign companies 
rushed to establish offices in the city to take advantage of Japan's 
emergence as a major financial centre. At the same time, according 
to Prof. Haruo Shimada, an economist at 
Keio University, a warped system of land 
taxation and an antiquated and vague set 
of planning regulations prevented adequate 
supplies of land from coming onto the mar- 
ket. 

Extremely low fixed property and inheri- 
tance taxes, combined with a tenant's pro- 
tection law which makes it virtually impossi- 
ble for owners of buildings to evict sitting 
tenants, meant that most landowners tend 


INH AMOI 








fs — to hoard their land rather than put it up for 
_ sale, or even redevelop it for housing or 
728 | commercial use. Land hoarding has become 





particularly prevalent in Tokyo's central 


20 € have changed hands in recent years. But this 
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rather novel form of heart-searching. | Bees N PETAS глине“ ° does not mean, Shimada es, that land is 
The problem is that Japan achieved its А ны, 55 simply a latent form of rt пиће. from 
wealth largely because of what economists Total (less overlapping accounts) 325 | developments elsewhere in the economy. 
call asset inflation, and only to a limited ес | eI What happened from 1986 onwards was 
tent because of an increase in tangible = E 93 22 that landowners began using their property 
wealth. Sharply higher asset values do not = ако ба 7 а5 collateral for bank loans which enabled 
reflect any significant quantitative increases Government financialinstitutions | 59 them toinvest huge amounts of money, first 
in any of the more visible types of asset, В and Trust Fund Bureau 22 in the Tokyo stockmarket and later in over- 
such as housing or transport infrastructure. ccounts) seas assets such as US stocks and bonds. In- 


This is one reason, the EPA says, why the = 
value of Japan's national assets has grown — 
far faster than the country's GNP over the 

past 30 years, instead of roughly keeping pace with GNP as it has 
done in most Western countries. 

In 1955, when Japan's economy was on the threshold of its post- 
war miracle, accumulated national assets were equivalent to just 
over six times the value of one year's GNP and net fixed assets — 
houses, factories and other "bricks and mortar" items — accounted 
for 27% of the total. The 1987 national asset figure of Ұ5,338 trillion 
turns out to have been 15.5 times GNP, but net fixed assets accounted 
for only 14% of the total. This contrasts with the US, where national 
assets are valued at 8.7 times GNP, but where housing, plant and 
equipment and other "solid" assets comprise 44% of the total. 

By far the greatest contribution to Japan's asset growth came 
from financial assets, which jumped from ¥18 trillion in 1955 to 
%Ұ638 trillion two decades later and to ¥2,325 trillion (44% of the na- 
tional asset total) in 1987, as the liberalisation of Japan's financial sys- 
tem encouraged companies and private individuals to borrow and 
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vestment in US real estate followed later, as 
investors realised yields on US property 
were far higher than could be obtained in 
Japan's constricted real estate market. Yields on commercial land in 
Japan typically average 2% against 7% in the US, according to one in- 
dustry source. 

Finally, corporate land holdings provided the cushion for some 
controversial takeovers of US companies. The acquisition in late 1989 
of the Rockefeller Centre in New York by Japan's largest real estate 
company, Mitsubishi Estate, is a typical example of what happens 
when a Japanese landowner finds that the huge value of his assets 
at home, combined with a virtual lack of incentive to exploit them, 
makes it cheaper and more profitable to move into overseas mar- 
kets. 

Shimada argues that a scarcity of securities available for purchase 
by ordinary investors is another problem that distorts the value of 
Japan's domestic assets and forces money out of the country. Be- 
cause of the system of "stable" shareholdings, under which major 
Japanese companies permanently hold each other's stock, only 
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about 25% of the shares quoted on the 
Tokyo Stock Exchange are available for pur- 


chase by ordinary investors. Shimada be- June 1989 (¥ trillion) 
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eastern Japan, may have begun to correct 
the bias towards Tokyo in asset distribu- 
tion from 1988 onwards. But higher land 
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lieves this has served to force up Tokyo Deposits EER prices in provincial cities аге threaten- 
shareholdings in much the same way as an Investment and othertrusts- 73 ing to price younger people out of the 
irrational land policy has forced up the price Bonds ____ 50 market in those areas, thus making the 
of Tokyo real estate. Insurance 124 “age polarisation” factor more marked than 
The high land and share prices which и саф ever. 
(Ref: stocks 103) 


helped boost Japanese asset values have had 
positive as well as negative effects on the 
domestic economy, according to Naoto 
Yamauchi, an EPA official who has made 
a special study of asset inflation. Capital gains earned from land 
and securities sales helped fuel a sharp jump in personal consump- 
tion in 1987, which enabled Japan to claim it had restructured the 
economy to make it dependent on domestic demand rather than 
rts. 

Shimada and Yamauchi both also agree asset gains have helped 
fuel corporate investment in new plant and equipment. Investment 
in new plant and equipment surged by more than 20% in 1988, ac- 
cording to the Bank of Japan (Boj), marking the sharpest increase 
since the first oil shock in 1973. This undoubtedly helped keep the 
domestic economy growing, 
though some economists 
fear the boom could be stor- 
ing up trouble for the future 
iti the form of excess produc- 
tion capacity, which will ulti- 
mately serve to increase ex- 
ports. 

Private investment in fis- 
cal 1989 is expected to slow 
slightly, according to the 
Во). Nevertheless, it may 
still grow by nearly 1576, 
making the two years start- 
ing in May 1988 by far the 
fastest period of growth for 
investment since the mid- 
1960s, when the annual 
growth of GNP was in double 
digits. 

The negative aspects of 
asset inflation, so far as 
Japan's domestic economy is 
concerned, are that too little 
of the money created by land and share price rises has found its way 
into the public sector and too much has remained in the hands of a 
privileged group of investors and landowners in the Tokyo area. 
Hiromichi Muto, a specialist in applied economics at the Japan 
Centre of Economic Research estimates that around 1.3 million 
families (or roughly 6 million people) in the greater Tokyo area saw 
their assets rise above Ұ100 million in the three years from 1986-88 as 
a result of land and stock price increases. 

The vast majority of such families were headed by people in their 
40s and 50s — younger people, according to Muto, have little or no 
chance of entering the share or property 
markets because they cannot raise enough 
funds to get into the market in the first place. 
Muto also estimates that 7076 of all capital 
gains from land realised by Japanese real es- 
tate investors in the past four years have 
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been in the Tokyo area. This means that Loans 

asset inflation has been widening the al- Securities 

ready dangerously large gap between Other 

Tokyo and the rest of the country. аа 
A belated rise in land prices in the Kansai Total 


region surrounding Osaka and in some 
regional capitals, such as Sendai in north- 
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Tokyo shops: plenty of cash to spare. 


Gross external assets of Japan 


At end of 1988 (US$ billion) 
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The fact that many younger Japanese 
people have been shut out of the real estate 
bonanza has not meant they have opted out 
as consumers. If anything the reverse has 
been true, since younger people who have had to give up the idea of 
buying a house seem to have compensated by buying expensive 
cars and other luxuries. But Muto and others feel the new division 
between haves and have-nots in the real estate and, to a lesser ex- 
tent, securities markets may have begun to sap workers’ morale. 

Actual evidence that morale is falling is hard to find, but Shimada 
thinks asset polarisation may have been a background cause of the 
Liberal Democratic Party’s (LDP) crushing defeat in the upper house 
election of July 1989. The irony is that, while the LDP may have suf- 
fered from the increasingly unequal distribution of Japan’s wealth, 
no opposition party seems to 
have exploited the issue as 
one which might form the 
basis of an election winning 
Strategy. 

What happens next in the 
dizzy saga of accumulating 
Japanese assets is a question 
on which economists dis- 
agree widely. According to 
Johsen Takahashi, chief eco- 
nomist at Mitsubishi Re- 
search Institute, Japan may 
now be at the peak of its 
wealth in asset terms, with 
the amount due to fall 
rapidly in absolute terms 
during the 1990s as savings 
levels contract in parallel 
with a sharp decline in the 
external current account 
surplus. 

In a recently published 
book, 1990 dai Nihonjin e no 
Keikoku, (A warning to Japan for the 1990s), Takahashi argues the coun- 
try hasonly alimited timein which to find ways of diverting its wealth 
into useful channels before the bubble bursts. In order to do this, he 
thinks the finance ministry should experiment with new fund-rais- 
ing instruments, such as revenue bonds issued by some US states. 

A commoner view among Japanese economists is that asset 
growth will tail off over the next few years as interest rates undergo 
a structural upward adjustment from the abnormally low levels that 
prevailed up to 1988. The asset overhang, however, will remain im- 
mense, with dangerous consequences both for the social stability of 
Japan and its relations with the US, which 
will be on the receiving of a continuing flow 
of Japanese money seeking better returns 
than are available at home. 


Source: Bank of Japan 
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111 To solve the problem, Japan needs a 
51 sensible land policy, greater availability 
179 of equities to ordinary investors and a re- 
427 form of capital markets, suggests Muto of 


the Japan Centre for Economic Research. 
The snag is that none of the measures are 
likely to be possible without strong poli- 
tical leadership, which Japan 95 
lacks. 


1,469 
Source: Bank of Japan 
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Jardine Fleming established the Tokyo office in 1971, which 
today employs over 200 people. In 1986 we became a full member 
of the Tokyo Stock Exchange. 

We are now the largest foreign investment advisory company in 
Japan in terms of funds under management, with 6 resident 
experienced fund managers. 

We are proud to be the corporate advisers to a selection of 
Japan's foremost corporations, and leading underwriters in Euro 
issues for Japanese companies. 

In short, we can provide the groundwork, the teamwork and the 
network. Contact Brian Matthews and profit from the Jardine Fleming edge. 
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MEASURING PERFORMANCE 


| Managers called 


` ter job, and they are wasting 


3 pension fund sponsors of their 


_ pension funds, which аге 


aa Fike Ih ЗИ 


to account 


By Jonathan Friedland in Tokyo 


ext year will likely bring the end of the cozy trust bank and life 

insurance company cartel that now manages ¥31 trillion 

(US$214.8 billion) in Japanese corporate pension fund 
money. With its demise, Japan's money managers will for the first 
time have to really sing for their supper. 

Traditionally, local pension fund sponsors have sought a guaran- 
teed return of 8-976 from their managers, enough to keep pace with 
the actuarial table of pay-outs and to salt some extra money away to 
cope with the growing ranks of senior citizens expecting their due. 
They awarded contracts on the basis of longstanding relationships, 


. noton a manager's performance. 


Change is afoot for three main reasons. The first is that a new 
pension fund act will likely be approved by the Diet (parliament) 
next year. For the first time, investment advisory companies owned 
by Japanese and foreign banks and brokers will be allowed a cut of 
the action. The 134 or so newcomers claim that even under the strict 
asset allocation formula for pensions laid down by Japan's Ministry 
of Finance, they will do a bet- " m - 
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little time in telling Japanese 


abilities. 
The second reason is the 


“greying” of Japan. The over- 
all pot of corporate and public 


managed by the government, 
is increasing rapidly. In the last 
year alone, the total increased 
from ¥90 trillion to ¥123 tril- 
lion. So too has the benefit 
pay-out ratio. 

The Макатае  Interna- 
tional Research Institute ex- 
pects private pension funds to 
double in assets to #60 trillion 


~ “4. 
“19 


А by 1995, climbing to ¥140 billion in 2005. Benefit pay-outs as а рег- 
_ centage of contributions, says Japan's Pension Fund Association 
_ (PFA), were 12.5% in 1981. Last year, the figure stood at just over 


о. 

With this trend set to continue as greater numbers of Japanese 
join the pension rolls, sponsors may feel less comfortable with these 
guaranteed, but low, returns. This is especially true given the gap 


between the return on offer from fund managers and the stellar 


gains available on the Tokyo and several foreign equity markets. 
Finally, a handful of local and foreign firms, most notably media 
powerhouse Nihon Keizei Shimbun, or Nikkei, and Nomura Re- 
search Institute, see profits in evaluating the performance of Japan- 
ese pension fund managers. They are scrambling to put into a place 


_ asystem similar to the one that has held sway in the US since the late 


1960s. Called "time-weighted return," it measures the total invest- 
ment return of a portfolio, including both realised and unrealised 


capital gains and dividend income, over a fixed period of time. 


"For the first three or four years under the new law, pension 


` fund sponsors will still focus on relationships,” predicts Koji 
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Tanaka, an assistant manager at Nikko Securities Co. “But as 
the style of performance measurement is established, they will 
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Assessing value: time for modern 
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become increasingly concerned about the quality of return.” 


Since performance was never much of an issue in Japan, local 
sponsors have always calculated the “current” cash return on the 
average book value of a portfolio at the end of the fiscal year. Because 
current return combines dividend income and capital gains, Japan- 
ese managers could rig the outcome by deciding whether or not to 
realise capital gains. This made for easy, comforting collusion; year 
after year Japanese pension fund managers as a group have reported 
returns within one percentage point of one another. This made 
everyone look good. 

This kind of book value-based calculation works fine when 
portfolios are stable and made up of predictable instruments like cur- 
rent coupon bonds. While that was the case in Japan in the early 
1970s, pension funds managed by trust banks in 1989 are a consider- 
ably different beast. According to the PFA, Japan's corporate pension 
funds now have 27.3% of their assets in Japanese stocks, 38.3% in all 
manner of Japanese bonds and some 14.3% in foreign equities. The 
rest is mainly allocated to real estate investments and loans. 

“This is hardly the type of portfolio that lends itself to be mea- 
sured in a meaningful way on a book-value basis,” notes one US pen- 
sion fund consultant based in Tokyo. Four years ago, the PFA tenta- 
tively agreed with this assessment. It adopted a method half way be- 
tween a book value-based calculation and time-weighted return. 
While this is a step in the right direction, analysts say, the PFA's cur- 
rent performance measurement formula is not particularly useful. 

The PFA knows this and is working, along with Nikkei, towards 
making time-weighted return the industry standard. Also in on the 
effort are the two major US pension fund consulting and measure- 
ment firms, Frank Russell Co. and Intersec Research Corp. Nomura 
Research, for its part, is host- 
ing seminars designed to edu- 
cate both managers and spon- 
sors about the time-weighted 
return method. 

Seven of Japan's eight 
major trust banks have 
adopted the time-weighted 
approach in their reporting 
to sponsors. By March 1990, 
said Noboru Terada, executive 
adviser to the PFA, "all the 
trust banks will be providing 
time-weighted rate of return 
to their sponsors, including 
breakdowns by asset cate- 
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Terada and others are not 
nearly as hopeful about win- 
ning the cooperation of the other half of the pension fund duopoly; 
the life insurance companies. These firms, which have 38.6% of the 
corporate pension market, commingle all the assets they manage 
into one big account. Says Khadz Osawa, a consultant working with 
Nikkei's Japan Bond Research Institute, “it is virtually impossible to 
compare the performance of their portfolios.” 

The practices of the life insurance companies are not the only 
thing preventing performance measurement from becoming widely 
accepted in Japan. So are vested interests in maintaining the status 
quo. “Its not only a problem of coming to grips with the metrics 
here,” explains Ernest Bianco, president of Frank Russell Japan Co. 
“I don’t sense a whole lot of enthusiasm for our approach among Ja- 
panese fund managers.” 

In addition to the difficulty in getting information, says Bianco 
and other pioneers in the effort, many Japanese pension fund 
portfolios are not made up of directly comparable instruments. It is 
easy to measure the return on an equity portfolio, they point out, but 
far harder to judge the relative performance of some 5,000 bond is- 
sues held by pension fund managers. “Only 135 of these are listed 
by the Tokyo Stock Exchange,” notes Osawa, “and if they aren’t 
listed or traded, you can only assign a theoretical book value." ш 


14 DECEMBER 1989 


TEAM WORK 


GETTING THE RIGHT PEOPLE - AT THE RIGHT TIME 


- TO THE RIGHT PLACE - RIGHT AWAY! THATS THE 

JOB OF THE RANGE ОЕ АЕРОФЗРАТАЕСЕ HELICOPTERS IN 

THE ASIA PACIFIC AREA. WITH A REAL COMMITMENT TO PART- 
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SECURITIES 


Good news, 
bad news 


By Jonathan Friedland in Tokyo 


ext year will bring both threat and opportunity to Japan's sec- 

urities industry. On the one hand, broking firms will for the 

first time be allowed to manage domestic corporate pension 
funds, a fast growing market of ¥31 trillion (US$214.8 billion). On 
the other, they face a threat to their highly profitable hegemony over 
the Ұ57 trillion investment trust (IT) industry. 

As the line between Japan's banking and securities sectors blurs 
in the asset management field, brokers realise their future vulnera- 
bility to Japan's bigger and better capitalised banks. As a result, the 
industry and most noticeably the formidable 
Big Four — Nomura, Nikko, Daiwa and (ЕЕ 
Yamaichi — plan to aggressively seek pen- | 
sion fund market share and strengthen their ^ | 


HOUSES 
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hold over the IT industry prior to full market 
libexalisation. Nomura ` 

The battle to win a share of the asset рама — 
management market got underway in 1986 Nikko _ 
when the Diet (parliament) passed an in- Yamaichi | 
vestment advisory act which, for the first Tay — B 
time, set criteria for the licensing of discre- Sanyo 
tionary money managers. As of March 1989, Asahi 
there were 496 companies registered with Kokusai |240 
the Ministry of Finance (MoF) to provide ad- Shin Wako - 
visory and/or management services, the Nihon — 
largest of which are affiliated to the Big Four. Cosmo 

The next stage will take place in early 
1990 when the Diet is expected to pass a new 
pension fund act. This will allow the invest- 
ment advisory companies to compete for Taiheiyo 
new business against the trust bank and life 
insurance company cartel that has control- | 
led the industry since the late 1940s. Until Daiichi SA 
now, the activity of these subsidiaries has 
been limited to the management of domestic Tokyo 


specified money trusts (tokkin) and foreign 
pension-fund money. 

Analysts expect the MoF to then crack 777 
open the ІТ market to newcomers who 
can demonstrate their ability to reach 
Japan’s vast retail investment market. The 
foreign securities companies angling for an IT licence are promising 
better returns than those traditionally available from the 15 current 
franchisees. And they are linking up with local banks and insurance 
companies to secure the marketing clout to do so. 

Since the passage of the investment advisory act, the structure of 
the securities houses has become more complex. At the centre of the 
constellation is the parent firm, which handles overall group fi- 
nances and the product marketing and sales functions. Supporting 
the parent are company research institutes, housing security ana- 
lysts, economists and the data base. 

Next in the group hierarchy is the investment trust management 
subsidiary, which manages the ITs and provides the main source of 
brokerage commissions to the parent. The investment trust manage- 
ment companies generally manage about 25% of the securities firm’s 
total assets. To meet the imperative of increased competition from 
both the new entrants to the field and from banks, who are offering 
attractive money market accounts, these subsidiaries have in the last 
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Securities Houses Who's Who 
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two years introduced more sophisticated ITs that offer a better return 
than has traditionally been the case. 

Institutional money is managed by the investment advisory com- 
panies set up in 1986. Nomura Investment Management Co. 
(NIMCO), for example, now manages US$21 billion in assets, much of 
which is in the form of tokkin funds. NIMCO has also done well in 
seeking out foreign pension funds as clients. Its Employee Retire- 
ment Individual Savings Account accounts now include the states of 
California, Connecticut, Hawaii and Oregon as well as corporate 
clients General Electric, Southwestern Bell and General Motors. 

The securities houses see their investment advisory companies as 
being at the cutting edge of the battle to gain asset management mar- 
ket share. All of them, like NIMCO, have sought overseas pension ac- 
counts to gain experience prior to the passage of the new pension 
fund act. And all of them have been entering into alliances with the 
US firms that have pioneered quantitative analysis and passive in- 
vestment management techniques. 

Take Nikko International Capital Management Ltd (NICAM). It 
has been the prime beneficiary of Nikko Securities’ 1983 tie-up with 
US asset management firm Barra. Nikko and Barra have worked 
hand in hand to develop a Japanese equity risk model which, in 
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house (Y bil) (Strong) (Weak) (Strong) (Weak) (Strong) ( 


1986, formed the basis for NICAM's Japan Index funds. Some US$9.5 
billion in US and Japanese institutional money is now invested in 
these Topix-tied vehicles. 

More recently, Nikko joined with the sixth-largest discretionary 
investment manager, Wells Fargo Investment Advisors to form a 
specialised investment advisory company that falls under NICAM. 
This firm focuses on passive management techniques, like indexing, 
which are favoured by pension fund clients. NICAM is now develop- 
ing an asset allocation model specifically designed for Japanese pen- 
sion fund accounts. Nomura, Yamaichi and Daiwa have also struck 
deals with US quants to much the same end. 

Officials of the Big Four investment advisory companies argue 
that they will have a distinct competitive advantage over the trust 
banks and life insurers once the new pension act comes into effect. 
They note that their large international presence and alliances with 
US asset managers have already given them an advantage in win- 
ning foreign pension fund clients. ж 
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TEAM WORK 


TEAM WORK BETWEEN 4 EUROPEAN COUNTRIES 
AND ASIA’S MAJOR AIRLINES ASSURES EFFICIENCY 


ON THE GROUND AND RELIABILITY IN THE AIR. 
AIRBUS WAS DESIGNED АМО BUILT WITH THE COOPERATION ОҒ 
4. EUROPEAN COUNTRIES TO OFFER A FULL RANGE ОҒ STATE-OF- 
THE-ART AIRCRAFTS. WITH THE A 300, A 310, A 320 AND THE 
FORTHCOMING LONG RANGE A 330 AND A 340, AIRBUS IS TODAY 
FULLFILLING THE DEMANDS OF THE FAST GROWING ASIAN AIRLI- 
NES ON ALL ROUTES. IN THE ASIA PACIFIC AERA, АМА, ANSETT, 
AUSTRALIAN AIRLINES, CATHAY PACIFIC, CHINA AIRLINES, INDIAN 
AIRLINES. GARUDA, JAS, MAS, PHILIPPINE AIRLINES, SINGAPORE 
AIRLINES AND THAI AIRWAYS INTERNATIONAL HAVE ALREADY 
PLACED THEIR CONFIDENCE IN AIRBUS. THE QUALITY OF THIS 
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PENSION FUND MANAGERS banks last year was 12.62% (Chuo Trust), while the worst was 5.69% 
(Daiwa Bank). The gap had actually widened from 1987. 


e This has made pension sponsors more inclined to select the best 
performing fund manager, straining traditional loyalties. Pension 
а = on fund sponsors in the past would look at who was managing funds 


about every five years. Last year about 15% of all corporate pension 


funds switched managers or altered the weighting of funds among 
re orms managers. The trend is towards more frequent shifts. 
The question is how the competition will develop among the 
licensed foreign and domestic advisory companies, an industry 
By Richard Hanson in Tokyo created just three years ago with the passage of an investment advis- 


ory law. Under the pension fund legislation awaiting passage, the 
ar continued political paralysis, long-stalled legislation re- rules will be as follows. 
B forming Japan’s pension law will pass by the end of this year. Corporate pension funds older than eight years will be allowed to 
However, it is still unclear whether the most controversial hire the services of licensed investment advisory companies. They 
part of the bill — lifting the payout age for pensioners to 65 by early сап manage new money on a discretionary basis. The amount that 
in the next century — will survive last-minute skirmishing between сап be put in the hands of advisory firms will be limited to up to 30% 
the ruling Liberal Democrats and opposition parties. of the total fund. There are nearly 1,200 corporate pension funds, of 
But to the relief of Japan's fledgling investment advisory indus- which over 950 are older than eight years. 
try, a provision ending the monopoly held by life insurance firms Pensions funds older than eight years commanding assets of 
and trust banks on managing pension funds is expected to be more than ¥50 billion will be allowed to manage new money in- 
enacted. The new law will mean corporate pension funds will be house or use an investment advisory company, also up to a limit of 
able to toss a slice of business to the 133 foreign and domesticinvest- 20% of the total fund. There are about 40 funds in this category. In 
ment advisory companies currently licensed for discretionary fund ^ practice, a shortage of in-house fund managers will mean that nearly 
management by the Ministry of Finance (МОЕ), possibly as early as а! the newly freed up money will be put into the hands of advisory 
next spring. That concession was reached last year between the companies. 
Ministry of Health and Welfare, which oversees pension funds, and In a concession to the investment advisory industry, MoF agreed 





Outline of Japanese pension funds 


ONVL АОМУ 


Pension assets 
| Trusted to the Trust Fund Bureau (Ministry of Finance s: Шы 
trillion 
National Pension (NF) for government investment and loans 
' — 5 67.2 
Public pension funds Employees’ Pension Insurance (ЕРІ) Trusted to Trust banks and life insurance companies 
Маша! Ald Associations (MAA) Managed by the Associations 24.9 


Employees' Pension Funds (EPF) a 
Tax-Qualified Pensions (TOP) 
Most funds are trusted to Trust banks or life n.a 
Unapproved Private Pensions (UPP) insurance companies ii 


Source: Pension Fund Association 













All funds should be trusted to Trust banks or life 


insurance companies 31.1 







Corporate pension funds 








МОР, which regulates trust banks, insurance companies and invest- to ease current restrictions on the weighting of the pension portfolio. 
ment advisory firms. However, pension funds will still be restricted by existing overall 
There are five main types of pension in Japan. Three аге adminis- guidelines on deploying assets. Those rules require pensions to keep 
tered by state-sponsored organisations, called public pensions, and at least 50% of their funds in guaranteed fixed-return domestic yen 
two are corporate pension funds, employees’ and tax-qualified. The vehicles — up to 30% of the total portfolio can be in equities, and up 
planned liberalisation of the law affects employees’ pension funds, to 30% can be in foreign-currency securities. 
which totalled ¥19.6 trillion (US$136.8 billion) at the end of March The rules allow that until a pension fund reaches those overall 
and are growing at the rate of 15% a year. The new law will free up ceilings of 30%, half of the new money run by advisory companies | 
about ¥1-1.5 trillion a year for advisory firms to compete for. Even- сап be invested іп a combination of domestic and foreign equities 
tually, the advisory firms will be able to manage up to a ceiling of and bonds at the manager's discretion and pension fund's approval. 
30% of total pension assets. That is not quite the free hand advisory firms want, but itis a step 
For pension fund sponsors, the freedom to choose an outside іп the right direction. Many advisory companies would prefer to be 
fund manager comes at a time of growing frustration over the large ^ able to take on only a portion of a pension fund to be managed in а 
gaps in fund performance among the trust banks and life insurance specialised fashion (for example, a US equity portfolio), a practice 
companies — and the growing need to realise higher real rates ofre- known as “unbundling.” 
turn as the Japan’s population ages. МОЕ is not prepared to go that far. Nor will it let companies which 
So far, under МОЕ guidance, the insurance industry has got away obtain contracts to manage pension funds subcontract specialised 
with paying out more or less uniform rates of return (about 9% in parts of the portfolio to other advisory companies. There is no logic 
1988). Insurance companies are still debating requests from pension to limiting advisory firms access to only 30% of the total pension 
funds for separate accounting for funds. Trust banks arguably pro- fund pie, instead of 50% or even 100%. MoF's Securities Bureau, 
vide better services, but the rates of return being achieved leave which regulates advisory firms, fought for a higher ratio, but life in- 
much to be desired. surance companies and trust banks — under the protection of the 
The Pension Fund Association, which runs the largest single Banking Bureau — thwarted the attempt. Trust banks also success- 
fund in Japan, calculates the best rate of return among the trust fully defended their role as sole custodian banks for pension funds, 
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In i Japanese, Jriendship has a special character, the character tomo which appears in our name. 
_ Everyone writes it a little bit differently, with a person ality all his own. 
Thats ‘something we at Sumitomo Bank keep in mind when we deal with our customers, 
combining our specialized expertise in international banking 
PO original thinking to offer service with just the right character to fit their particular needs. 
| In today’s competitive financial environment, we're friends indeed — the friends you need. 


Sumitomo: the bank with friendship in its name. 


farunouchi 1-с ine: Chiyoda-ku, Tokyo 100, ingen: Tel: 05-28-5111 
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. ап area in which securities houses and other commercial banks 
22 would like to operate. 

222 While the law will clearly open the door to pension fund manage- 
ment to the gyre! industry, it is still hard to say which firms will 


benefit most. , all 133 firms licensed under the 1986 invest- 
ment advisory law are qualified. MoF does not intend to establish any 
minimum capital requirements beyond those required for a licence. 
So far the criteria for dividing up pension fund business among 
those institutions hinge as much on corporate ties and the willing- 
ness to be a stable shareholder as on how skilled the fund managers 
are. Funds are often commingled, with returns adjusted to reach 
targets by reaching into vast inventories of long-held shares. 

If all goes well, Japan’s pension fund industry will develop more 
or less along the same lines as the US industry did starting in the 
1960s. “Japan is roughly 20 years behind,” 


Unwinding old practices does not come easily, as those foreign- 
owned trust banks already qualified to run pensions have dis- 
covered. There are nine foreign trust banks, but only four — Bank- 
ers Trust, Cititrust, Chemical Trust and Barclays — are handling 
enough funds to have qualified to manage part of the funds of the 
governmental Pension Welfare Service Public Corp. That recogni- 
tion serves as a handy marketing tool in approaching private funds. 

One of the four, Barclays Trust and Banking, recently succeeded 
in penetrating another layer of the market to become the first foreign 
trust bank to break into the potentially lucrative area of managing 
multiple employer pension plans (MEPP). The bank will manage a 
portion of the funds of the Kanagawa Printing Industry МЕРР, whose 
200 member companies have 3,700 employees. The amount is be- 
lieved to be small, but it does open the possibility of further business 


says the head of pension fund management 
at one of the trust banks. The key to how the 
market develops will hinge on corporate at- 
titudes towards the business of managing 
pensions. Right now, the main job of the 
pension officer in a company is usually to 
decide the pay-in and pay-out ratios for the 


among the MEPPs, which cover 385 plans 
Trust banks' rates of return 


and about 8.6 million employees. In 
Kanagawa's case, Barclays was seen as a 
way of adding a touch of “globalisation” to 
their portfolio. 

The worst, though admittedly unlikely, 
scenario for the advisory companies is, of 
course, a complete failure by the Diet (parlia- 
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15.90 8.32 12.62 
Yasuda 16.00 4.18 8.55 9.55 
Daiwa 13.89 6.52 5.69 8.78 
11.41 7.58 6.33 8.22 
1220 1.89 
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funds. MoF is thinking of introducing 
fiduciary responsibility right at the corporate 
level. 

It is hard to forecast just how many of the 
advisory companies will succeed in attract- 
ing pension business. Some industry ana- 
lysts believe they will not get any. The big firms aside, it appears 
likely the success of the domestic advisory firms will depend heavily 
on the influence of their sponsoring parents — mostly banks, brok- 
ers and insurance companies. Foreign advisory firms will probably 
be most sought out for managing foreign securities portfolios, an 
area in which the trust banks have done badly. As of end-March 
1989, the book value in yen of foreign securities managed by the 
banks was down 8.63%. Since foreign securities account for about 
15% of pension assets, the overall book value was off 1.22%, accord- 
ing to the Pension Fund Association. 





INSURANCE INDUSTRY 


Coming out of 


the shell 


By Stella Danker in Tokyo 


x inancial deregulation is stoking up competition in Japan's 
Е cosy insurance industry, but executives say the process will be 
gradual. Insurers insist they are already doing a good job and 
do not have to overhaul the way they are managing the savings of 
their policyholders. The companies are averse to risk and prefer 
stable, long-term profits to high-risk/high-return fund management. 
Kohzo Nishimoto, vice-president and general manager of Meiji 
Mutual Life, says: “We have not been very active fund managers. 
We are long-term life insurers, not asset management companies." 
There is no price competition within the two industries. Pre- 
miums and interest rates offered by the casualty leaders are the 
same, while the top five life insurers pay the same base dividend to 
their policyholders. Final returns, though, are decided by other 
considerations, such as the length and of the policy. The 
base dividend, which at the end of March 1989 was 6.5% a year, 
is approved by the Ministry of Finance (MoF). But savers in the 
industry finally receiving between 6.5% and 9.55%, after be- 
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ment) to pass the new pension law. The bill 
before the Diet now provides for the first in- 
crease in pension payouts and fees since 
1984. Some 25 million pensioners will be 
given a raise retroactive to April 1989 when 
the bill passes. The new law will introduce a 
sliding adjustment for annual inflation. | 

The problem is that the government wants to raise the payout 
age for pensions to 65 years from 60 for men by 2010, and to 65 years 
from 55 for women by 2025. The opposition has seized upon the 65- 
year provision, and would also whittle down the increase sought by 
the government in pension contributions. The law calls for a rise to 
14.6% of salaries, split by companies and workers, from 12.4% at 
present. To move the bill forward, the Liberal Democrats will proba- 
bly agree to separate out the 65-year age provision, which means the 
legislation could pass by year’s end in some form. = 


ing guaranteed a minimum return of 5.5-6.25%. 

The winds of change are blowing from several directions. First, 
life insurers are expected to lose the right they currently share exclu- 
sively with trust banks to manage corporate pension funds once the 
pension law is amended by parliament next year. Second, the life in- 
surers will have to bear the gains and losses on each of their invest- 
ments at the end of March for the first time in 14 years. As mutual 
companies, they did not have to do so before. Third, the МОР 5 Insur- 
ance Council, an advisory body, is considering changes to the insur- 
ance law that would allow lifers and casualty insurers to offer similar 
products. Fourth, the deregulation of interest rates throughout the 
financial markets is alerting policyholders to the returns on their in- 
surance policies. 

The biggest new change is the first of these. At the moment, life 
insurers offer corporate pension sponsors a guaranteed minimum, 
albeit stodgy, return of 5.5% a year. Depending on the size of the 
group and the length of policies with the life insurers, pension sav- 
ers at the end of March received between 7% and 8.4%. The money 
is poured into a massive pool called the general account, which con- 
tains income from many different sources. In the future, sponsors 
can choose to have their funds placed in a separate account which is 
actively managed, and which therefore will offer a higher return. At 
the moment, only funds from the Pension Welfare Service Corp., a 
state-backed body, have been placed in this account. 

Sumitomo Life’s pension fund separate account yielded 10-11% 
compared with the general account's income performance of 7.1% at 
the end of March 1989. However, only small amounts of money are 
likely to be initially moved. Meiji Life expects the pension fund sepa- 
rate account to at least double next year from its present #35.5 billion 
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тке 6 overriding objective of the ORIX GROUP is to stay ahead of 
the times in the rapidly changing financial services industry. 


Our parent company, ORIX Corporation has grown to become 
the largest independent leasing company in the world with 
operations which span the globe. 


The growing sophistication of world economies is generating 
.a need for a wider range of financial services and to stay ahead, 
_ ORIX Corporation has expanded into a broad range of areas 
"including real estate financing and development, venture capital 

2 апа securities services. 





ORIX Asia аа, the largest wholly owned overseas subsidiary in 
Asia Pacific, continues to provide clients throughout the region 
with innovative financing and investment arrangement for aircraft, 
vessels, real estate and other high-value items. 


30th Floor, United Center, 95 Gea Hong Kong 
Tel: 5-8629268 Fax: 5-279688 Telex: 75680 ORIX HX 


Major subsidiaries and affiliates of the ORIX Group in Asia-Pacific region 


— Korea Development Leasing Corp. SINGAPORE — Orient Leasing Singapore Ltd. 
— China Orient Leasing Co., Ltd. INDONESIA  — P.T. ORIX Blna Usaha Le 
ILIPPINES — Consolidated Orient Leasing and SRI LANKA — — Lanka ORIX Leasing Co., | 
| Епапсе Согр. PAKISTAN — — Orient Leasing Pakistan Ltd. 
— Thai Orient Leasing Co., ца. AUSTRALIA — Budget ORIX Corp. Ltd 
- United C ORIX. Leasing Bhd. HONG KONG- Asian Oceanic a 





(US$247.3 million), against the ¥2 trillion or so in its general ac- 
count. 

The second competitive change in the pipeline is expected to fol- 
low a current official study being done on whether to dismantle part 
of the wall separating life from casualty insurers. 

The 25 life insurers total assets reached the ¥100 trillion mark in 
May. The 23 property and casualty insurers manage funds of ¥20.7 
trillion at the end of March, equal to the amount owned by the 
largest assurer, Nippon Life (Nissay). Together, the two industries 
manage nearly 17% of Japan’s total savings. 

In 1986, life companies introduced insurance for health and nurs- 
ing, normally regarded as a form of e cover, and are eyeing 
commercial property and per- PS 
sonal accident. Casualty insur- 
ers have encroached into the lif- 
ers’ long-term arena by selling 
up to 20-year savings-linked 
health policies. The casualty in- 
surers also want to introduce 
variable policies, like the lifers, 
which are composed of a 5% 
premium and a 95% saving. 

But even if a few bricks are 
removed, the wall will not dis- 
appear completely. The savings 
products of life companies are 
tied to long-term life policies, 
while casualty ones are linked to 
nondife cover. In common 
areas, like health, the lifers are 
not allowed to link their policies 
to savings. 

Both life and non-life insur- 
ers rely on income gains, out of 
which they are allowed by MoF 
to pay dividends to their 
policyholders or, in the case of 
non-lifers, their shareholders. 
Most of the funds, therefore, are 
held in a general account as cash 
deposits, securities, loans and 
real estate rather than traded. 
The amount that can be invest- 
ed in each instrument is strictly 
defined by MoF — up to 2076 in 
real estate, 30% in foreign securities, but 30% overall in foreign cur- 
rency-denominated assets. 

The two industry leaders, Nissay and Tokio Marine & Fire, have 
the largest equity hoards in their respective sectors but the lowest 
yield on investments. This reflects their fund-management priority 
to maintain the companies' large hidden assets. Company execu- 
tives argue that it makes little sense to pay too much attention to in- 
come yield when the leaders pay the same dividends anyway. 

The best income performers in the year to end-March 1989 were 
Sumitomo Life, with a 7.1% yield on all assets compared to Nissay's 
6.495. Among casualty insurers, Taisho M&F came top with 5.676 to 
Tokio M&F's 5.3%. Income performance, though, can be deceptive. 
If capital loss is included in the calculations, then Nissay was the best 
performer with 5.1% 
and Sumitomo's re- 
turn falls to 4.3%. A 


method to boost 

yields by buying sec- Nippon 
urities called bikkuri Dai-Ichi 
(surprise) bonds Sumitomo 


Meiji 
| Asahi 
"Year to end-March 1989 


contributed to the 
capital loss. These 
are — two-to-three- 
year bonds with a 


TFor year ending Sept. 1989 
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insurance management: more competition coming. 


жарап s top life and casualty insurers | 





20% coupon a year but bought at a premium of about 15% over 
the face value, which is written off as a loss when the bond ma- 
tures. 

The life companies perform better than non-life because they can 
make more long-term loans, while casualty insurers are heavily in- 
vested in domestic equities, which pay low dividends of 1.5-2.5%. 
Casualty insurers also have greater cash deposits as they need liquid 
funds in case of a sudden need to pay out large sums of money. 

The insurers have a large store of unrealised profits from their 
stock holdings. Nissay’s bag of equities, which had a book value of 
¥4.8 trillion at the end of September, has appreciated 2.7 times and 
has a market value of nearly ¥13 trillion — the largest increase 
among the lifers. Among casu- 
alty insurers, Tokio M&F's ap- 
preciated the most — with a 
book value of ¥615.7 billion and 
an estimated worth of ¥3.7 tril- 
lion, or nearly six times as much. 

For several years there has 
been talk of МОЕ allowing insur- 
ers to use the capital gains from 
their stock holdings to pay di- 
vidends. This would, of course, 
encourage insurers to trade their 
securities. If they were to sell 
their Japanese equities at once, 
the effect on the stockmarket 
would be dramatic, to say the 
least. Life insurers are Japan's 
largest shareholders, owning 
13% of listed shares. Nissay 
alone owns 3% of all Japanese 
stocks, and Tokio M&F has the 
fourth-largest equity base of any 
listed financial company in 
Japan. 

There is no need for such a 
radical change. More capital 
gains could be released for di- 
vidends by raising the limit (cur- 
rently 5% of total assets) that the 
companies can manage in tokkin 
accounts, specified money 
trusts opened to insurers in 
1984. The capital gains from 
these actively traded funds are allowed to be treated as income and 
can therefore be paid to policyholders. Tokkin is the highest perform- 
ing fund in insurers’ general account. 

Life companies also operate separate accounts for variable 
policies started in 1986 and, from 1988, the small part of corporate 
pension funds which come from the Pension Welfare Service Corp. 
There are no investment restrictions on variable funds, which tend 
to be overwhelmingly invested in securities, notably domestic 
equities. The pension separate account, though, must abide by the 
same limits as those imposed on the general account. 

The returns to variable policies are directly linked to the 
fund’s performance. Dai-Ichi’s and Asahi's variable funds came 
top at the end of September with returns of 19.2% and 17.6% 
respectively. Тһе 
highest income 
earner, Sumitomo 
Life, fared worst on 
this score with 
11.8%, though this is 
misleading. Dai-Ichi 
and Asahi have less 
іп their variable 
funds than the 
others and their ab- 
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12.796 Tokio 
Yasuda 
Taisho 
Sumitomo 


Nippon 


19.296 
11.8% 
12.9% 
17.6% 


Source : Industry sources 
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An experienced 
wholesale bank, 
WestLB accom- 
panies your inter- 
national finance 
operations. 


20 years of experi- 
ence in Corporate 
Finance, the solidity 
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of a state bank and 
the leading role 
played by WestLB. 
On this sound foun- 
dation, WestLB suc- 
cessfully combines 
classical products 
with innovative 
solutions, applying 
the right mix of 
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state-of-the-art 
technology and 
personal creativity. 
Thats why WestLB 
rightfully belongs 

at the top of your 
shortlist - from Cor- 
porate Finance and 
Investment Banking 
to Treasury. And 
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with a global net- 
work stretching 
from Düsseldorf to 
New York and from 
Tokyo to Toronto, 
WestLB is perfectly 
equipped to set 

the tone for your 
international finance 
operations. 
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> Introducing the саен bank that offers finely tuned 
aumente in аала finance: fepe" 


Head Office: Düsseldorf 


Beijing, Hong Kong. London 
Luxembourg. Madrid, 
Melbourne, Milan, Moscow 
New York, Osaka. Paris, 

Rio de Janeiro, Tokyo, Toronto 
Zurich 





WestLB 


The Westdeutsche Landesbank 





A MAJOR FRENCH BANKING GROUP 
SERVING CLIENTS IN ASIA PACIFIC 


Total Assets : 63,021 million USD 
Stockholder’s Equity : 2,290 million USD 
Total Deposits : 26,810 million USD 
Net Income : 176 million USD 


@ 
IN SINGAPORE 


— Branch and Representative Office — 
CIC-UNION EUROPEENNE, INTERNATIONAL ET CIE 
City House, 11-01 - 36, Robinson Road - Singapore 0106 
Tel: (65) 225 05 33 - Тіх: (087) 29070 CICSGP — Fax: (65) 224 49 54 


IN HONG KONG 


— Subsidiary — 

CIC-UNION EUROPEENNE, INTERNATIONAL ASIA LTD 
Rooms 4508-9, Jardine House -1, Connaught Place, Central - Hong Kong 
Tel: (852-5) 21 61 51/22 08 50 - Tlx: (0802) 62624 BUEHK HX 
Fax: (852-5) 845 90 58/810 62 55 


— Representative Offices — 
BANQUE DE L'UNION EUROPEENNE 
Rooms 4508-9, Jardine House - 1, Connaught Place, Central - Hong Kong 
Tel: (852-5) 21 61 51/22 08 50 - Тіх: (0802) 62624 BUEHK HX 
Fax: (852-5) 845 90 58/810 62 55 


CIC PARIS 
Alexandra House, Room 1210 - Chater Road Central - Hong Kong 
Tel: (852-5) 22 60 02 - Tix: (0802) 80545 CIC HK 
Fax: (852-5) 810 49 81 
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ELSEWHERE IN ASIA PACIFIC 


BANGKOK, BEIJING, JAKARTA, KATHMANDU, NEW DELHI, 
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“Look after this 
planet, it’s the only 
one we have” 


A personal message 
from HRH The Duke of Edinburgh, 
WWE International President. 


Acid rain. The pollution of 
soils, lakes and rivers. The 
imminent extinction of species. 
The destruction of tropical forests. 
All these have been headline news 
for many years. 

But they’re only the tip ofan 
iceberg. Put them all together and 
add in the stories which never 
make the news, and you begin to 
see the hammering the world is 
taking from its huge and ever- 
growing human population. 

This hammering is cumulative. 
Every new case is added to the 
damage that has already been 
done, so that we are constantly 
accelerating the process of 
destruction. 


Our life-support system 


All life on earth is inter- 
connected, dependent upon the 
physical processes taking place in 
the atmosphere and the oceans. 

This natural system is our life- 
support system, and if we damage 
any part of it we are putting our 
own survival at risk. 

The purpose of WWF - the 
World Wide Fund for Nature – and 
all the other nature conservation 
bodies, is to limit any further 
serious damage and to restore the 
balance between man and his 
natural environment. Please take 
an interest in the health of our 
planet, it is the only one we have. 


Write for further information to 
WWE International, CH-1196 
Gland, Switzerland. 


ay 
2% 
WWF 
World Wide Fund For Nature 
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Nissay, Sumitomo and Meiji have large variable funds producing 
_ а 12-13% return, which they д maintain is a good performance even 
- though Topix rose 26% іп 1989. The targets at Sumitomo and Meiji 
. Were, and are, an unambitious 1096. “I don't think it is necessary for 
| usto change the way we deal with assets. We have had competition 
| вате іп the future. Tang more 
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. tively. Ina rising o arket, indexing i is a cheap, reasonably safe way of 
managing vast sums of money. Meiji manages ¥232.4 billion in its 
о variable: separate account, over four-fifths of which is in securities. 
The major insurers аге less confident of their ability to perform in 
jerseai iarkets, and have established links with big foreign fund 
nanagers to increase their investment capabilities and train fund 











. Lif set up an asset management joint venture in Hongkong with 
_ UK fund manager Ivory Sime, while Nissay a 13% stake in 


` Shearson Lehman Hutton of the US and began sending 20 to 30. 
` trainees there each year. Meiji Mutual bought an undisclosed stake. 
«in Alliance Capital Management, a subsidiary of Equitable Life In- 


. surance Co., one of the biggest US insurers. 
Kunihiko Fujii, manager of Tokio M&F's financial planning, says 
that "fund management is the most important issue" facing the in- 
 Surance industry, and the company is hiring and training fund man- 
. agers “very quickly.” To beef up its investment capabilities and train- 
_ ing, the company recently bought a 10% stake in Delaware Manage- 
` ment, the fifth-largest US investment advisory company in the US. 
| Tokio M&F started using risk management software two years 
ago, and has just put in place a fund management operating system 
set up a new section for quantitative analysis using models such as 
Barra and plans to test portfolio insurance next year. п 





PRIVATE BANKING 


rs to deal with their foreign investments. In 1987, Sumitomo’ 




























Discreet 
for the 


By Jonathan than Friedland in Tokyo 


fter the US, Japan has more billionaires than any ой 

try, over 30 at Forbes magazine's last count. Add + 

В. another 400,000 or so individuals whose land hol 

are worth US$2 million and you have the bankers’ equiva 
honeypot. 

Catering to the very rich, or private banking as the practice 
known, is good business for bankers. As such, it has consum 
much of their energy in the US and Europe over the last decad 
Japan, private banking is still in its infancy. 

Private banking consists of two components: money lending and | 
discretionary asset management. While wealthy individuals may 
not borrow as much as corporations, the interest rates banks сай. 
charge them are higher even though the risk can often be less. 

Through the ages, Swiss private banks have shown discretionary 
individual asset management, or "capital preservation" as they delê 
cately describe it, can Бе a highly lucrative business. Geneva-based | 
banking partnerships, such as Pictet et Cie and Lombard Odier et 
Cie, quietly help the rich stave off the impact of inflation by picking: 
stocks, recommending properties or advising on the purchase of 
Old Masters. In exchange, they demand hefty fees. : 

Japan's financial community has only recently caught onto the | 
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| pers 
idea of tailoring products specifically for the 

compartmentalised world, each of the major players that can take a 
role — securities houses, trust banks, city banks and investment ad- 
visory companies — is attempting to carve out a niche for them- 
selves based on their relative strengths. 

The banks are leveraging assets like land and stock holdings that 
the rich, for tax reasons, are loathe to liquidate. Their sister lenders, 
the trust companies, are also offering real estate investment services, 
both close to home and as far afield as Hawaii and France. 

The securities houses, unconstrained by the foreign exchange 
laws that prevent Japanese from depositing much cash overseas, 
are starting to sell a multinational cavalcade of equities. Investment 
advisory arms of Swiss and US banks, in particular, are quietly 
steering potential clients back to their home offices in Geneva or 
New York. 

While much of this business has been going on for years, pro- 


gress in developing what could be called a private banking culture in 


Japan has been modest. The Japan- 
ese are not used to turning to their 
bankers or stockbrokers for financial 
planning advice. They are even less 
used to paying for it. 

Further, most of Japan’s wealthy 
do not differentiate their personal 
assets from those of the companies 
they own. “Personal liquidity is lim- 
Кеф for tax purposes,” explains опе 
Japanese investment adviser. “In- 
stead you load your corporate ba- 
lance-sheet down with debt and 
make your acquisitions through the 
company.” This makes it particu- 
larly difficult for the sellers of private 
banking services to separate out 
potential customers and to know 
exactly what those customers might 
want. 

Nonetheless, says one Japanese 
banker employed by a Swiss institu- 
tion, “there has been an explosion 
in demand for tailored services.” 
Japan’s rich, like their European and 
American counterparts, increasing- 
ly wish their financial affairs to be 
handled in a personalised and dis- 
crete manner, he explained. And 
even if they do not particularly un- 
derstand the range of possibilities huge wealth brings, Japan’s swel- 
ling crop of overnight millionaires — those who have made a recent 
killing in the stock and real estate markets — like the prestige con- 
fered by having their own “personal” banker. 

“Right now, the inflation factor in real estate by far exceeds indi- 
vidual efforts to accumulate assets through individual investment 
decisions,” points out Tatsuo Kubota, head of Citicorp’s private 
banking group in Japan. “The reality is that individuals in this coun- 
try are not practised in investing.” 

The institutions perhaps best placed to offer private banking ser- 
vices are the 17 banks that offer trust services. Their ranks include 
seven fully fledged locals, one city bank also engaged in trust ser- 
vices and nine foreign trust banks. 

Like other banks, they can take deposits and lend money, albeit 
for only long-term financing. But unlike other banks, they can offer 
asset management services for securities and real estate. They also 
have considerable experience in inheritance planning, a real plus 
given Japan’s expensive and rigorously enforced tax regime. 

Sumitomo Trust and Banking Co. and Yasuda Trust and Banking 
Co. are at the forefront of their class in developing personal banking 
services. Sumitomo set up a financial consulting unit 18 months ago 
and hopes to have 200 seasoned officers working with clients by 
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rich. In their strictly 


Downtown Geneva: no competition from Tokyo. 






more than ¥1 billion (US$7 million) in assets. It has also established 
a "club" where 150 or so individuals are provided with a proprietary 
investment newsletter in exchange for # 30,000. 

Yasuda culls its private banking clients from a long list of loan 
trust depositors who have entrusted their money to the bank. "We 
are providing real estate brokerage services, both in Japan and 
abroad, and a range of asset management skills," said Yoshihiko 
Miyabe, deputy general manager of Yasuda's international planning 
department. Currently, the income coming from these operations 
are in the form of commissions. “Right now, we have no idea how to 
set fees," Miyabe says. 

Japan's commercial banks have been more tentative. Industrial 
Bank of Japan, Sanwa Bank and Mitsui Bank have recognised pri- 
vate banking's potential but cannot cross the line stipulated by Arti- 
cle 65 of Japan's Securities and Exchange Law to provide securities- 
related services. This limits them to traditional lending activity and 






<= providing advice without the bene- 
дс ДЕ d fit of the commission income trust 
4 E banks generate. 
||. ЕН I : 
PSI + The most aggressive of the com- 


mercial lenders are the US banks, 
such as Citicorp and Chase Manhat- 
tan, that have profitably concen- 
trated on retail market segmentation 
on their home turf. Citicorp officers 
work art auctions, check Hawaiian 
real estate records and keep an eye 
on who is buying yachts to seek out 
potential clients. They also look to 
middle market lending activity as a 
way to build a loyal base for the fu- 
ture. Chase is looking to niches; resi- 
dent Chinese and Koreans who do 
not have longstanding ties to Japan- 
ese banks. Neither has more than a 
few hundred clients. 

The foreign banks operate at a 
certain disadvantage. They are un- 
able to utilise the skills that differen- 
tiate them from their Japanese 
counterparts by the fact that the 
maximum amount an individual re- 
sident can place in an offshore ac- 
count without notifying the Bank of 
Japan is a paltry Ұ5 million. If a Ja- 
panese individual wants to funnel 
more cash overseas, he must explain why to the central bank and 
risk attracting unwanted attention from the authorities. The alterna- 
tive, said to be done only in modest fashion, is to do so illegally by 
opening multiple accounts. Oil tax shelters and other loopholes of- 
fered by US lenders at home remain strictly forbidden in Japan. 

The foreign exchange constraints and directives by the Ministry 
of Finance to concentrate on institutional business is the reason why 
the major Swiss banks with Japanese branches, like Union Bank of 
Switzerland (UBS) and Swiss Banking Corp., have not sought indi- 
vidual private banking business. 

"With a great deal invested here, we wouldn't want to get in 
trouble in such a marginal area," says Armin Frauenknecht, execu- 
tive managing director of UBS Trust and Banking. Of the handful of 
privately owned Swiss banks that originally defined the market, 
only Pictet et Cie of Geneva maintains a presence in Tokyo — and it 
is forbidden from soliciting clients directly. 

Perhaps the most successful type of Japanese financial institution 
in catering to the rich are the securities houses. This is somewhat by 
default, as their activities can hardly be called personal banking. Al- 
though securities firms cannot lend money, they have built a loyal 
following among the wealthy as their customers move up the in- 
come ladder. > 
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% 
Milan 1s the financial, industrial and commercial heart of Italy. And Cariplo is the heart of 
Milan. For. any banking transaction with Italy, contact Cariplo which can meet ай your 
financial needs promptly. Cariplo, with its head-office in Milan, is at your complete dispo- 
sal with 450 branches in Italy and foreign branches in London, New York, Grand Cay- 
тап and Hong Kong as well as with representative offices in Beijing, Brussels, Frankfurt, 
Madrid, Paris and Seoul, a subsidiary bank: Compagnie Internationale de Banque 
(C.I.B.), Paris, and with more than 1,800 correspondent banks. 

| 18/F Bank of America Tower · 12 Harcourt Road 


Central Hong Kong - Tel.: 5-8682111 - Tix: 72575 CASHK - HX 
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INVESTMENT TRUSTS 


Unleashing 


market forces 


By Jonathan Friedland in Tokyo 


ong suffering Japanese retail investors, who have put up the 
i majority of funds for Japan's ¥57 trillion (US$395 billion) in- 
vestment trust (IT) industry, are beginning to get more bang 

for their buck. 

Rates of return on ITs, which are pooled fixed income and equity 
portfolios similar to American mutual funds, are rising as the 38- 
year-old monopoly held over the industry by a handful of local sec- 
urities houses comes under pressure. 

Japan's powerful banks are offering money market accounts 
that provide a yield competitive with IT bond funds and are 
angling to create equity-linked funds. More directly, Japan's 
Ministry of Finance (MoF) will next spring begin to entertain ap- 
plications for new IT licences by a dozen foreign securities firms. 

Since the Tokyo's equity market took off 
ІП 1985, the amount invested in ITs has 
grown annually by an astonishing #10 tril- 
lion. This pool of funds is managed by the 
separately incorporated IT management 
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Foreign-affiliated investment 





trust management companies 


The Japanese securities investment trust market 
is a major segment of the total Japanese asset 
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are controlled by firms whose primary source of revenues are 
brokerage commissions. Fund managers of the investment trusts 
are thus encouraged to churn their accounts in an effort to beat up 
more fee income. 

Secondly, IT unit holders are pressured by securities house sales- 
men to cash out of funds and reinvest in new ones as soon as legally 
possible. The need to meet redemptions and provide the kind of 
flexibility to carry out portfolio transactions, means keeping a lot of 
cash on hand — and cash does not offer anywhere near as high a re- 
turn as Tokyo’s equity market. According to Takashi Nakayama, an 
official at Daiwa Investment Trust and Management Co., itis not un- 
usual for 40% of an IT's assets to remain in cash throughout its four to 
seven year life. 

Finally, say analysts, the parent securities firms routinely dump 
poorly performing stocks into the funds run by their IT subsidiaries. 
Occasionally, the ITs are even pressed into service to absorb stock is- 
sues that the parent company has underwritten and cannot sell. 

"The conflict of interest between securities houses and the invest- 
ment trust management companies has been a nightmare," says 
Jean Paul Renoir, chairman of Shearson Lehman Hutton's Asian 
asset management group. “The securities houses have used the in- 
vestment trust companies as a convenient client." 

IT industry officials deny that any conflict of interest exists be- 
tween the securities houses and their investment trust affiliates. In- 
stead, they attribute the relatively poor performance of the funds to 
a conservative management style they say 
suits the needs of most Japanese individual 
investors. 

"Japanese investors want stability of 
earnings, not high risk, high return pro- 
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companies of Japan's 15 largest securities management market ducts," says Takeshi Ueno, secretary-gen- 
houses. These firms offer both open and 5; Маг. Маг бері. eral of the Investment Trusts Association. 
closed-end trusts and a variety of specialised кшш IN OMS UTER “They view investment trusts as a savings 
vehicles, such as index and sector funds. кн Truste LR. S ND. tool, not an investment maximising pro- 
Asator. about 3.000 Ir funds are Kingai Trusts | 10.7 16.5 20.3. duct." 
обешег, , Corporate Pensions 227 265 286 | С | | 
on the market. According to Japan’s In- Investment Trusts 353 452 513 By keeping a high percentage of assets 


in cash and offering stable returns, says 
Takeshi Naito, senior managing director of 
Yamaichi Investment Trust Management 


vestment Trusts Association, roughly Ұ44 
trillion of the total is invested in equity 
funds while ¥13 trillion is in fixed income 


In comparison with other major mutual fund markets, 
Japan ranks second in size after the US, and it could 
soon become the largest market in the world 


vehicles. Dec. Dec. Sept. Co., the Japanese ITs are actually protecting 
Although its growth has slowed some- ¥ trillion 1986 197 1988 retail investors. “The customers аге gener- 
what with the advent of competitive bank- US 67.9 554 637 ally happy with the returns we give them,” 
ine prod ^s IT ind : а Japan 32.1 42.9 91.3 h 5 ine th hold 
g products, Japan's IT industry is expecte Са 168 263 292" e points out, noting that most IT holders 
to soon overtake US mutual fund market, Britain 76 84 94 continuously reinvest as old funds close out 
which has ¥63 trillion in assets managed by West Germany 49 5.2 5.8 and new ones come on the market. “In a 


350 firms. Currently, only 17.976 of Japanese 
households are IT investors compared to 
25% in the US. 

Despite such a big, and potentially far larger, cake in Japan and 
the US precedent that there is room for more players, the 15 are 
loathe to let others have a piece of the action. This is particularly true 
of Japan's Big Four securities houses, which command a 75% share 
of the market. 

The reason for this is that an IT franchise has been, for all intents 
and purposes, a licence to print money. The 15 get sizeable manage- 
ment and trust fees and reap a hefty sales charge each time an invest- 
or buys IT units. The securities firms, say their critics, have deliber- 
ately rigged the IT market to maximise these profits at the expense of 
unsophisticated investors. 

Judging from the figures, the critics appear to have a point. At the 
end of 1985, the average industry rate of return was roughly 2.576, a 
figure below the discount rate. While returns now vary between 4.5- 
5% for fixed income funds and average out at about 7% for equity 
trusts, bond and stock rrs are still badly underperforming their re- 
spective markets. "The performance of investment trusts," sums up 
Noboru Terada, an executive adviser at Japan's Pension Fund As- 
sociation, "has not been good." 

The critics say there are three primary reasons for this laggard 
performance. The first is structural; the investment trust companies 
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downside situation, we are much safer than 
the American mutual funds.” 

Japanese IT managers are fond of point- 
ing out the positive role their industry played in the October 1987 
stockmarket crash. The 175, they say, were the biggest net purchas- 
ers of stocks in the critical weeks after Black Monday and were key in 
restoring market confidence. US mutual fund managers, who were 
almost fully invested at the time of the crash, had great difficulty 
meeting redemption calls and could not support the market. 

“I think that foreigners will have trouble if they try and manage 
their portfolios like they do elsewhere,” says Daiwa’s Nakayama. 
“They will scare Japanese investors.” 

The foreign firms that plan to apply for a licence disagree with 
this assessment, though they admit there will be certain advantages 
to maintaining the low return status quo. “The cost of setting up an 
investment trust company and creating a viable distribution net- 
work will be expensive,” says one US mutual fund company execu- 
tive. 

Under the MoF's proposed guidelines, foreign applicants will 
have to meet three criteria to win an IT licence. The first is to be 
deemed qualified from the standpoint of personnel and overall 
capabilities to manage funds. The second is to show a feasible busi- 
ness plan demonstrating future profitability. The third, and most 
difficult, is to create a distribution network capable of reaching not 


Source: SLH Asia 
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only Tokyo’s institutional investors, but retail clients но ће 
country. 

Several foreign securities firms have already made initial contact 
with MoF in an effort to get the upper hand come next year. Some 
have stubbed their toes in the process, arguing to MoF that there is 
plenty of scope to sell IT products designed for institutional invest- 
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Japan's smaller securities houses either have scant distribution capa- 
bility of their own or are already woven into the sales network of the 
Big Four. 

Of the front-runners for an IT licence, only Merrill Lynch has the 
kind of retail capability necessary to meet the criteria. Shearson 
Lehman Hutton, Fidelity, Jardine Fleming, Paribas, Warburg and 


ors. Institutions, and notably 
Japanese commercial banks 
who can book capital gains from 


| Growth of investment trusts net asset маше 1981-89 
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Total 


Barings, all of whom have made 
a modest success out of selling 
offshore funds to Japanese 


IT transactions as “business-re- End | Stock fund 
lated profit,” now account for of Unit type Open type 
about 20% of IT investment. dud ees did : 
ке Ж COT 1983 540365 747,588 
cern рете sys 1984 6,882,831 1,129,918 
aimed at retail investors,” says 1985 8,895,614 1,483,078 
one MoF official, who adds that 1986 16,794,372 2,323,961 
ЖҚ; ois 1987 28,132,614 2,481,659 
IT a Ы , ' ' ' 
Me ministry sees Its as авара 1988 35,405,541 3,846,993 
ing force in the stock and fixed +4 
: 3 1989* 35,673,199 4,506,286 
income markets апа would like *Janiary-Meich 
it to remain that way. 
The rub for the foreign firms, 


of. course, lies in finding willing partners among the Japanese sec- 
urities houses. The Big Four have expressed little interest in market- 
ing yen-nominated trusts created by others. Further, many of 





POST OFFICE FUNDS 


Releasing a 
cash hoard 


By Brian Robins in Tokyo 


inancial deregulation in Japan is having as profound an ef- 

fect on the government as on privately owned institutions, 

nowhere more so than the Post Office, among the world's 
largest repositories of cash. The government's predicament is sim- 
ple: the freeing up of interest rates in the past half-dozen years is 
forcing every institution to compete for deposits by offering attrac- 
tive rates of return. 

The Post Office provides a third of the money for the govern- 
ment's Fiscal Investment and Loans Programme (FILP), mainly used 
for infrastructure projects, which in turns pays the Post Office an un- 
competitive rate of interest tied to the long-term government bond 
yield (currently 5.1%). In order to keep its own returns attractive to 
depositors, the Post Office has, since 1987, been allowed to invest 


. more money in higher-performing assets outside the FILP. But there 


are tight limits as it takes money away from the FILP. 

The Post Office has two main financial functions. It sells life insur- 
ance and annuities and offers a home for savings. The Post Office 
Life Insurance Bureau is called kampo and the Postal Savings Bureau 
is called yucho, both of which are departments within the Ministry of 
Posts and Telecommunications. The former had total assets of 41.5 
trillion (US$289 billion) and the latter ¥126 trillion at the end of 
March 1989. Concerned that kampo and yucho funds should be per- 
mitted to diversify their investment portfolio to ensure policyholders 
achieve competitive returns, the Ministry of Finance (MoF) has ac- 
ceded to pressure to permit both bodies to allocate a small portion of 
their funds for equity investments. 

In the case of kampo, this has seen funds allocated to equity in- 
vestments surge to ¥1.4 trillion by the end of fiscal 1989 (March 
1990), which is equal to 20% of investments projected for this finan- 
cial year. To put that figure into perspective, in the three years since 
kampo began to. invest some of its massive funds directly into 
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Bond fund та clients, are scrambling to make 
РИИ Боро the alliances necessary to meet 
4,006,258 3,223,140 7,229,398 the criteria. 
4,781,773 4,545,850 9,327,632 . 
6151273 7937182 14,088,455 Е The EET ee likely to 
8,012,749 10,285,077 — 18,297,826 зиссезиш ш шег уапойпз 
10,378,692 9,593,552 19,972,244 approaches if, for no other 
19,118,333 12,956,984 32,075,317 reason, the securities firms see 
30,614,273 — 12,300,134 42,914,407 
30.252534 13644862 52897296 у e cf lesser evil to the 
40,179,485 13,734,654 53,914,139 ernative ог MOF opening up 


the IT industry directly to local 
banks andinsurance companies. 
“I don't think it will be a prob- 
lem to bring in new players," says the Investment Trusts Associa- 
tion's Ueno. "But we do foresee a problem if banks and life insurance 
companies were allowed to enter the business on their own." ш 


Source: The Investment Trusts Association 


equities, the amount to be invested in the stockmarket this year is al- 
most treble the 36500 billion allocated last year, which was just 8.8% 
of that year's investment flow. However, after this year's 2076 surge, 
no big increase is expected in the future. Rather, growth will be more 
in line with the overall rate of increase in assets under management. 

While yucho's funds are placed directly with the MoF, where they 
are used to finance budget spending programmes under the FILP, 
kampo has managed to secure a greater degree of autonomy. Even 
so, over 60% of kampo's funds are lent to government or semi-gov- 
ernment institutions, thus limiting its overall rate of return since 
such lending is usually at the long-term government bond rate, 
which is now holding at 5.176. 

As the diversification of karpo's investment portfolio has been 
implemented, the portion of new lending to semi-government cor- 
porations has declined. In fiscal 1988, for example, it was 68% if total 
investment flows, which this year will decline to around 6196. The 
largest single lending programmes are to the Jaran Highway Public 
Corp., followed by the Smaller Business Finance Corp., and other 
groups such as the notionally privatised Japan Railway group. 

"The interest rate on lending to these public corporations is 
5.1%,” says Hitoshi Sakurai, deputy director of kampo’s funds opera- 
tion planning division. “We charge them the same rate as the ruling 
long-term bond rate. At present, the long-term prime rate is 5.2% or 
so, compared with this, the interest rate we charge is quite low. Also, 
this is quite long-term lending, for up to 15 years,” he said. 

The key point of interest in the kampo investment programme is 
the big rise in funds allocated to equity investments over the past 
three years, since this can have a direct impact on the Tokyo market 
as it represents a totally new flow of funds into the market. 

“The present level of 20% of annual investment flows is probably 
appropriate” Sakurai said. “In Japan, the norm for pension plans is 
to have about 20% invested in equities [and] we are getting an an- 
nual return of about 15%. Of course, it would be good to lift the allo- 
cation further, but there is the problem of risk. Also, lending to pub- 
lic corporations is important, and the return is quite stable.” 

Over the coming five years, Japan’s equity markets are likely to 
come under some strain as, for example, the privatisation of the 
three largest of the Japan Rail group of companies is scheduled for 
1991 and 1992, when initial blocks of stock in these companies will be 
sold into the market. 

In addition, the MoF is still hoping to sell off more stock in Nippon 
Telegraph and Telephone (NTT), even though the planned sale this 
year of a fourth tranche was call off due to the sharp drop in МТТ 
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We make advanced construction equipment, presses, lasers and robots: intelligent machines, 
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the environment. And build better communities without sacrificing the quality of life. 

At the same time, we support open markets through cooperative ventures around the world. 
Wherever we go, Komatsu seeks local partners to share the benefits of technology and prosperity. 
We take part in community life as a neighbor. And we also sponsor quality 
imports in our local markets, at home in Japan. 
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Romance is one of 
NYKS newest ventures. 


If ever a ship could make a traveler's dream come true with refinements 
for gratifying comfort, it is our new luxury cruiser Crystal Harmony. The menus, 
the facilities, and the appointments create an atmosphere where travelers can forget 
cares. Find themselves. Make new friends and new goals. 

As the industry leader looking to the next century, NYK is developing new 
directions. And because one of the growing concerns of millions is greater human 
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cruiser Crystal Harmony is a dramatic first step into leisure-related services. NYK is 
also developing other imaginative projects such as marine leisure centers and an 
impeccable replica of a 17th century Dutch village near Nagasaki. 

NYK believes a touch of romance is a harbinger of happiness. 


Point-to-point total global services. 








| 
— N X И, п. 


حت | 


| NIPPON YUSEN KAISHA 


E Head Office: Tokyo, Japan Tel. (03) 284-5151 ШВгапсһ and Office: London, Sydney lil Res. Reps.: Seoul Tel. (02) 300-3333, Taipei Tel (02) 371-0304, Kaohsiung Tel. (07) 531-2786, Hamburg. 
Düsseldorf, Paris, Milan, Middle East/Athens, Jeddah, Nairobi, Sào Paulo, Buenos Aires, Mexico City, Santiago, Tehran, Dubai, Melbourne W Affiliates: ӨМҮК Line (Hong Kong) Ltd. 
Tel. (5) 8645100 ӨМҮК (Thailand) Co., Ltd. Tel. (2) 236-0248 ӨМҮК Line (Singapore) Pte., Ltd. Tel. (65) 222-7742 ӨМҮК Line (North America) Inc. Ө МҮК Line (Canada) Inc. @NYK 
International PLC @Crystal Cruises, Inc. @NYK Bulkship (USA) Inc. ӨМҮК Bulkship (Europe) Ltd. 






кере? | 299 “sR ME 
">? A А 
FOCUS ЈАРАЋ 


stock price in the wake of ће Recruit Cosmos scandal, which led to 
the resignation of NIT president Higashi Shinto. More recently, 
there have been suggestions emanating from Mor that it may permit 
NIT to launch convertible or warrant bonds, along with making 
bonus share issue, in a bid to revive its stock price. 

Along with the sale of large blocks of stock in the Japan Rail com- 
panies, there are plans for possible privatisation in other sectors as 
well, leaving MoF little choice but to permit groups such as kampo and 
yucho to undertake more active investment programmes. At pre- 
sent, Хатро 5 equity investment programme places funds with local 
trust banks to be invested at their discretion. 

“We invest through the Japanese trust banks in equities, at their 
discretion,” Sakurai says. “These investments are limited to equities. 
since we invest in national bonds directly. Total kampo holding of 
government bonds is low at only around 5% of total investment as- 
sets, but since the bulk of our lending is at the same rate of return as 
government bonds, they are quasi-bond investments,” he said. 

“We are achieving about 7% dividend returns and about 10% 
capital gains in our equity investments. At present we are using the 
seven Japanese trust banks, plus Daiwa Trust Bank, which also has 
sizeable trust bank activities. Of the nine foreign trust banks, we are 
using just one, Bankers Trust, but we are considering using some of 
the others,” Sakurai added. 

As with the Postal Life’s investments, Postal Savings has en- 
trusted most of the management of its freed-up assets to trust banks 
and life insurers, but it has also established a 16-member fund man- 
agement division in preparation of doing more of the asset allocation 
itself. Analysts estimate postal funds managed in-house will in- 
crease from a pool of ¥2 trillion when the scheme began in June 1987 
to ¥19.5 trillion in March 1993. By then, a total of ¥2.5 trillion will be 
invested in money trusts — special trust accounts managed by the 
trust banks — of which perhaps ¥740 billion will be allocated to 
equities. > 





"Soc mes "S S A = À 9 2 2 pm ға” 4 \ - 7 „~ 
b Un жа и È y v 2) ORE ај e БЕ TI چا“‎ eT ee 
В А is Е > X Жа ` е Y = _ N a Seen ж. 

X SUN ЈЕЛ: ттт D | Е е: Y 
UA БК рр AS РО - А " Weg > 4 


INVESTMENT ADVISERS 


Protecting the 
consumer 


By Nigel Holloway in Tokyo 


n a land of nouveaux riches, it is probably inevitable that confi- 

dence tricksters will have a field day. Among the more notorious 

cases was that of Toyota Shoji, whose chairman cheated invest- 
ors out of more than ¥7 billion (US$48.5 million) by selling bogus 
gold certificates. Retribution was swift. In June 1985, two men broke 
into the chairman’s apartment and hacked him to death while net- 
work television camera crews waited outside. 

It was after the Toshi Journal affair that the authorities sprang into 
action. About 8,000 individual investors were defrauded of ¥58 bil- 
lion in 1982-84 when they put money into funds run by the stock- 
market newsletter. In 1986, a law was passed to place advisers under 
official supervision by issuing licences to firms which wanted to 
enter the business. Until then, investment advice as understood in 
the West did not exist in Japan. If they were not hoodwinked by 
hucksters, people and firms with spare cash were given free адујор 
by securities houses and did not feel the need to go to firms which 
charged for their investment services. 

The Securities Investment Advisers Association was established 
in October 1987 and now has 332 members. Of these, 199 are au- 
thorised to provide investment advice and the remainder can pro- 
vide the more lucrative service of managing other people’s money 
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> The industry has enjoyed spectacular growth since its inception. 
ле value of assets managed by the association's members totalled 
¥20.8 trillion as of March 1989, of which discretionary investment 
contracts accounted for ¥13.8 trillion and the rest were non-dis- 
cretionary funds. 

. Ofthe496individuals and companies registered with the finance 
ministry to provide investment advice in Japan, 30 are domestic sec- 
urities firms, 59 are banks and 24 insurance companies. There are 
also 91 which are foreign affiliated (including non-resident com- 





UND MANAGEMENT 


By Мао! Holloway in Tokyo 

| or those investors who take а serious interest in the Tokyo 
F Stock Exchange (TSE), the world’s largest equities market, they 
24 could do worse than follow some of the lessons from a master 
fund manager. Colin Armstrong and his Tokyo team at Jardine 
Fleming Investment Advisers (JFIA) are the most successful mana- 
gers of Japanese equity portfolios. The six members of the Tokyo of- 
fice managed a total of US$3.2 billion as of mid-November. 

` According to Lipper Analytical Services, JFlA's Japan Trust has 
outperformed all other Japan funds in the year to end-September 
1989, as well as over three and five years, achieving a total return of 
78%, 210% and 679% respectively in US dollar terms. The TSE first 
section appreciated by 10%, 114% and 440% over the same periods 
in US dollars. Some 1576 of the US$750 million-worth of assets are in- 
vested in warrants. Two other Japan funds, the Smaller Company 
Trust and Technology Trust, have also come within the top five 
ranking during most of that time. 

.. Although Armstrong has been a fund manager for 12 years, after 
studying economics at Scotland's Stirling University, his techniques 
can be adopted by many investors who wish to make a profit out of 
Japanese stock. He does not speak the language and neither reads 
nor writes in Japanese. "You do not need to be Japanese to succeed," 
he says, "quite the opposite." The important thing is to understand 
how the TSE operates and be flexible. In this respect, foreigners can 
be at an advantage to Japanese fund managers, who are often afraid 
that by selling stock they may upset companies for whom their af- 
liates act as underwriters, Armstrong contends. 

Опе of the keys to his success is that he and his team have some 
knowledge about almost all 1,600 companies quoted on the TSE and 
eral on the over-the-counter market. Armstrong's experience 
fas gained first when he was based in Edinburgh and would travel 
apan for three-week trips, visiting 40 companies during that time. 
iter, when he moved to Tokyo, he was responsible for the Smaller 
Company Trust, so he made about four company visits a week for 
two years. While few other than the most dedicated investor would 
subject themselves to such a grounding in any country's equities 
market, consider how he uses that knowledge. 

_ Armstrong says he keeps a watchful eye on regular reports of 
things like categories of goods selling well in Japanese shops or sub- 
sectors facing strong demand. One growth area is wood products 
r housebuilding. If there are half a dozen firms in that business, he 
ill look them up in Toyo Keizai's company handbook and then 
xamine the chart to see whether the stockmarket has already 
icked up the trends he has spotted. After that he seeks additional 
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pan ip 18% of the total. The association says foreign 
firms manage 15% of total funds in the care of the industry and that 
share has been stable since the middle of 1988. 

Many are now preparing for an assault on the bastions of the 
pension fund and investment trust industries. Meanwhile, the for- 
eign firms, at least, have been confined to managing foreign money 
invested in Japan and tokkin (specified money trust) accounts domes- 
tically and internationally. They are not allowed to market their 
offshore Japan equity funds. Tokkin became a buzz word during the 
zaiteku boom of 1985-88, but its popularity among industrial com- 
panies has waned as directors found better uses for their cash, 
mainly investing it in plant and equipment. и 





information from stockbrokers’ analysts — foreign firms more often 
than not. Armstrong tries to pick the companies in the subsector 
which have two or three favourable factors, for example, strong re- 
search and development or a particularly healthy market niche. He 
only buys stock which he expects to rise by 50% in price over the fol- 
lowing six to 12 months. 

He no longer visits firms personally, since a Japanese-speaking 
colleague, Craig Nelson, has replaced him as manager of the small- 
firms fund. Instead, he tries to keep abreast of what is happening _ 
throughout the market, receiving a translation of headlines from the 
newspapers as soon as they hit the streets and more thoroughly | 
reading the half-dozen Japanese stockmarket newspapers which are 
full of tips and rumours. 

There is no point constructing a Japanese equities portfolio to 
mirror the index, he says, because some sectors are bound to fall. 
After the boom of the past five years or so, he does not expect the 
Tokyo stock index to rise by more than 5-7.5% annually for the next 
three or four years. “The days of the superbull index are over.” Be- 
tween September 1988 and the same month in 1989, he increased 
the weight of small and medium-sized companies in his fund from 
10-15% to 75%, selling the steels, shipbuilders and banks that did so.. 
well in 1986-88. By mid-November, the proportion of small-to- 
medium-sized firms fell to 45%. 

Until the early years of this decade, the foreign funds investing in 
Japanese equity concentrated on small, high-growth, hi-tech firms. 
Many of these funds fell by the wayside when the yen began to rise 
in 1985. Japan’s switch to dependence on domestic demand and the 
fall in interest rates, he says, gave colossal leverage to sectors which 
had underperformed for the previous 10-15 years, like financials, 
property, utilities and railways. “We were not investing in com- 
panies, but investing in Japan,” Armstrong says. 

Since the start of 1989, the strategy has returned to an arier. era 
where companies with low price-earnings ratios are catching up 
with the more highly rated firms. The stocks which have performed 
best are those whose earnings have been better than forecast. Exam- 
ples include: Fuji Machine on Nagoya's second section, which has 
trebled in the past nine months; Moonbat, a maker of scarves and 
furs, Osaka second section, up 2.5 times. There are plenty of asset 
plays still available, too, like Tachihi Enterprise, on Tokyo's second 
section, which is at an 80% discount to net asset value. 

The one thing he does not do is to listen to the recommendations 
of the Big Four Japanese houses — Nomura, Daiwa, Nikko and 
Yamaichi. “If they recommend a share that we want to buy, it 
merely encourages us that we made the right decision and suggests _ 
the price will go up faster than we expected. It is easy to anticipate 
what Nomura and the others will push next,’ ' Armstrong says. 

The big brokers managed to boost steels and shipbuilding 
stocks much further than they deserved to go, but now that liquidity 
is a bit tighter in Japan, Nomura cannot move the market, he 
argues. Most forms of manipulation are irrelevant. An outsider 
may miss the first stage of a ramp, but there is enough time to catch 
stocks which will carry on rising. “I don't feel at any less of a disad- 
vantage sitting here investing in Japanese equities than I would if 
I were in Edinburgh managing a portfolio of British stocks," 
Armstrong says. ш 
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By Bob Johnstone in Tokyo 


А recent television commercial for Nikko Securities showed 
[M Heisuke Hironaka, a professor at Harvard University and 
` № Japan's best-known mathematician, and Yasuko Tomita, а 
ung actress, strolling across the US university's lawns. As 
ironaka silently expounds, the voiceover intones: “The time has 
me when mathematics and science can be profitably applied to in- 
stment, to ensure high returns with low risk.” The commercial 
ends with a close-up of Tomita musing happily, “I don't really un- 
derstand it. . . but it's wonderful." 

_ In Japan, as Nikko and the rest of the “Big Four" Japanese brok- 

ers have discovered, technology sells. Since Nikko introduced them 
in 1986, high performance computer-aided investment techniques 
. such as those used to manage index funds, have brought the com- 
‚ pany ¥5 trillion (US$34.65 billion) worth of new business. These 

Кита already represent 12.2% of the total client assets held by Nikko 
and the ratio is growing rapidly. 

_ The brokers see technology as а good basis on which to differen- 
tiate their products. Following their lead, in the past year or so Japan- 
ese trust banks and life insurers have begun pouring money into in- 
vestment technology. With assets piling up and the deregulation of 
pension funds looming, computer-based methods are popular for a 
variety of reasons. 

- The first is that as asset volume expands so reliance on the tradi- 
tional approach to fund management — generally experience and 
intuition — becomes too risky. The second is that as large Japanese 
institutional investors shed their veils in the run-up to deregulation, 
their performance has often left much to be desired. A third argu- 
ment in favour of the increased use of technology is that there are too 
few qualified fund managers. 

The technology has, for the most part, been imported from 
the US. Nikko, for example, has tie-ups with several US techo- 
specialists. They include a 50% stake in Wells Fargo Investment Ad- 
Visors, the largest US manager of index funds, which cost Nikko 
US$125 million last June. 

Moreover, despite knee-jerk Japanese claims that products de- 
veloped for US markets do not really suit Japanese conditions, and 
despite attempts by local companies to develop their own versions, 
-dependence on the US for technology is likely to remain heavy for 
the foreseeable future. 

2 Tounderstand why this should be, consider the history of invest- 
-ment technology in the US. From its origins in the 1960s, academics 
“have played a key role in technology's development. So-called mod- 
ет portfolio theory — in essence, the idea that profitable investment 
ecisions can consistently be made purely on the basis on quantitive 
tà — was the brainchild of US econometricists, statisticians and 
thematicians. 

The advent of fast computers enabled theory to be put into prac- 
tice. Keen to stay close to the action, many top academics swapped 
their lab coats for pinstripe suits. Most famous among them was Barr 
Rosenberg, a professor at UC Berkeley's graduate school. In 1975, 
osenberg founded Barra, a company which developed a highly 
uccessful computer-based equity analysis model for risk control. 
Adaptions of the Barra model developed through a joint venture 
- with Nikko are now widely used by Japanese fund managers. 

. Та 1985, Rosenberg left Barra to form Rosenberg Institutional 
Equity Management, the company which now represents the state- 
of-the-art in computerised fund management. It has developed a 








` software expert system for picking stocks that daily sifts through 
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staggering amounts of data on companies, relentlessly probing for 
those which are undervalued. 

Building such a system is an extremely complex undertaking and 
Barra was based on two decades of research on equities — depends 
on rigorous mathematical analysis and is not easy to imitate. Rosen- 
berg has said the system's goal is to outperform a designated index, 
such as the Standard & Poor 500, by 476 a year while maintaining 
low risk. 

The system has been very successful in the US, where clients 
whose pension funds it manages include Alcoa, AT&T and Kodak. 
Suitably modified to take in local variables, such as hidden assets 














and stock crossholdings, Rosenberg is now attempting to repeat that 
success in Japan through a joint venture established in late 1987 with 


Nomura Securities called Rosenberg Asset Management. With as- 
sets of around US$1.6 billion, the company has just begun investing 
in Japanese stocks for US clients. E | | 

In large part, the system owes its success to two factors. One is 
that the people who programmed it are themselves investment ex- 
perts. The other is that Rosenberg and his colleagues continue to 
fine-tune the mechanism. 

In Japan, where scholars are scholars and businessmen are busi- 
nessmen, people like Rosenberg simply do not exist. Even Heisuke 
Hironaka, the mathematician featured in the Nikko advertisement, 
is there for image-related purposes only. 

Nor in Japan is there much incentive (ог academics to lend their 
services to the private sector, Professors at Japan's national univer- 
sities — the cream of the country's academic talent — are civil ser- 
vants and as such are not permitted to receive consultation fees. 

The lack of sufficiently qualified people is by no means confined to 
the top. Tokihisa Sumimoto, manager of Rosenberg Asset Manage- 
ment's fund management department, says "there is a very small 
supply of people with a background in mathematics and finance in 
Japan, whereas in the US there are far more of these people." 


licy, Japanese brokers have recently started hiring graduates 

from science faculties. But making the best use of such new 
employees by allowing them to develop their specialities will also 
mean a departure from the brokers’ policy of rotating personnel 
every few years; of "educating everybody as if they were grooming 
him to be president," as one US observer put it. 

And there is a still more fundamental problem that will tend to 
prevent Japanese fund managers from quickly catching up their US 
counterparts in investment technology. That is an education system 
that emphasises memorisation at the expense of understanding. 
Walter McKibbon, former vice-president of the Nikko-Barra joint 
venture and now a Tokyo-based independent consultant, says 
many of the Japanese he has worked with tend to have a shallow at- 
titude towards the technology they have bought in. "They are not 
interested in understanding the underlying concepts," he says, 
"they just want to know which button to push." 

Although companies have put a lot of effort into educating their 
young fund managers, "they haven't really made a lot of progress." 
Computers, McKibbon points out, are worthless without people 
who understand what should be put into them. His views are 
echoed by Akiyoshi Ohba, chief strategist at Yasuda Trust & Bank- 
ing's newly established investment and technology department. "In 
future,” he says, "technology will not be so important . . . computers 
are just a means." Rather, Ohba believes, “what counts is how to 
think, what your philosophy of management is." 

Thus far, he says, Japanese fund managers have depended 
largely on intuition rather than fundamental analysis, and compla- 
cent clients have let them get away with poor performance. The be- 
lief has been that the more experience a fund manager has, the better 
he should perform. But surveys taken by Japanese newspapers 
show that age is no guarantee of success. In future, Ohba forecasts, 
things will be very different. "How deeply you analyse the market 
will be the key to success," he says. " 


T o be sure, in a departure from their traditional recruitment po- 
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Burmese days of rage 





Independent Burma at Forty Years: Six 
Assessments edited by Josef Silverstein. 
Cornell University, Southeast Asia Programme, 
1989. No price given. 

Death of a Hero: The U Thant 
Disturbances in Burma, December 
1974 by Andrew Selth. Griffith University, 
Australia-Asia Papers No. 49, April 1989. No 
price given. 

Burma — Nationalism and Ideology 
Shwe Lu Maung, Dhaka University Press, 
1989. Taka 200 (US$6.20). 





Last year’s uprising in Burma — and the 
continuing political crisis there — have in- 
spired several authors to examine various 
aspects of its modern history in order to un- 
derstand the political, social, economic and 
cultural factors which have contributed to 
the emergence of the present pro-demo- 
стасу movement. Independent Burma at Forty 
Years presents a kaleidoscope of views by six 
different authors who have had close con- 
nections with Burma for several decades. 

The editor of this collection, Josef Silver- 
stein of Rutgers University in the US, 
examines the general political process in 
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Burma since independence from Britain in 
1948, asking the question: "Whatever hap- 
pened to democracy?" His conclusion, in 
view of last years dramatic events, is 
straightforward: "The past 26 years of brutal 
totalitarian rule, incompetence, corruption, 
and the withering of the economy have not 
stamped out the memory of the struggle for 
independence and the first 14 years of 
democratic rule in which diversity and 
choice were recognised and, in the main, re- 
spected.” 

Other contributions include that of 
David Steinberg, a specialist on Burma eco- 
nomics and society, who notes that the suc- 
cess of Burma’s ubiquitous black market 
during the period of military rule serves as 
an alternative to the failed efforts of the gov- 
ernment to create a viable socialist economy. 

And Sarah Bekker, who writes on Bur- 
mese Buddhism, examines how the nation’s 
state of uncertainty and change is reflected 
in religious practices and beliefs. 

Cornell University’s own Burma spe- 
cialist, John Badgley, gives a thoughtful 
analysis of the roots of Burmese "Kammic" 


or Buddhist Socialism, and he compares the 


Burma’s 1988 uprising. 


two widely disparate styles of interpreting 
this concept under the respective leader- 
ships of U Nu, prime minister after indepen- 
dence, and general Ne Win, who seized 
power in 1962. 

Two of the contributors were born in 
Burma, but nevertheless represent totally 
different viewpoints — which in itself seems 
to prove Silverstein’s point that Burmese so- 
ciety is pluralistic in essence. 

Chao Tzang Yawnghwe, a Shan whose 
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Will it end with an election or revolution? 


father served Burma’s first president, pre- 
sents a view that reflects the thinking of 
Burma’s many minority groups. He feels 
that the few liberties the ethnic minorities 
enjoyed under Burma’s first, democratic 
constitution were obliterated after the 1962 
military takeover, which paved the way fora 
highly centralised leadership. 

“The core military leaders of the Burma 
Army were narrowly ethno-nationalistic, 
xenophobic and inward-looking,” he says. 


CONSTRUCCIONES AERONAUTICAS, 5. A. Rey Francisco, 4. 28008 MADRID 


“Rather than keeping the country together 
in a meaningful sense of the word, military 
rule has, in a very serious way, damaged 
whatever links there were between the 
centre and the various ethnic segments.” 
The author believes that the way out of this 
dilemma lies in a return to Вшта 5 pre- 
vious, federal system but with modifications 
to suit current realities. 

Michael Aung-Thwin, the Burma-born 
director for the Centre of Southeast Asian 
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Studies at Northern Illinois University, pre- 
sents a completely different case. In his 
opinion, it is a myth that Burma became in- 
dependent in 1948; the real change occurred 
in 1962. Only then did the country get lead- 
ers who “purged the nation of its colonial 
past,” and 27 years of military rule may, in 
fact, be seen as a period of recovery from the 
onslaught of colonial rule. 

With due respect to Michael Aung- 
Thwin in his capacity as a Burma scholar, it 
is hard to take such views seriously, espe- 
cially in the light of the massacres that occur- 
red in his homeland last year, and the con- 
tinuing oppression that is worse than 
human-rights abuses anywhere else in Asia 
today. But whatever one may think of his 
thesis, it serves as an interesting contribu- 
tion to a book which should be compulsory 
reading for anyone interested in modern 
Burmese politics. 

Although the present pro-democracy 
movement in Burma is the strongest expres- 
sion of anti-government activity so far, it is 
by no means the first uprising against Gen. 
Ne Win’s military regime. In the mid- 
1970s, Burma was also shaken by дегйоћ- 
strations, mass gatherings апа strikes. 
These were on a smaller scale than today, 
but nevertheless historically important. The 
events of the mid-1970s have never been 
fully recorded until recently, with Andrew 
Selth’s excellent paper on the events sur- 
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rounding the funeral of former UN secret- 
ary-general U Thant in December 1974. 

The 32-page study is based on press re- 
ports and interviews with the movement's 
participants as well as the author’s own ob- 
servations. Selth is a Burmese-speaker who 
served as third secretary at the Australian 
Embassy in Rangoon at the time of the un- 
rest over 10 years ago. In brief, the body of U 
Thant had been flown back to Burma and 
the country’s militant students seized the 
opportunity to launch massive anti-govern- 
ment protests, which also gained the sup- 
port of Buddhist monks and the public at 
large. 

The students, angered by the shabby 
treatment afforded one of modern Burma’s 
best-known international figures (he was 
also known to be a critic of Ne Win’s military 
government), seized the body and built 
their own mausoleum at the site of the old 
students’ union building which had been 
blown up by the military shortly after the 
1962 coup. Government troops stormed the 
campus, recaptured the body and buried it 
in a relatively insignificant structure near 
Rarigoon's Shwe Dagon Pagoda. The 
monument today is in a state of neglect and 
decay. 

Selth criticises some contemporary histo- 
rians for tending to overlook the demonstra- 
tions that shook Rangoon in the mid-1970s. 
He also mentions that several authors have 





Not the first revolt. 


even compared the abduction of U Thant's 
body, and the anti-government demonstra- 
tions that followed, to international terrorist 
attacks in South America. Selth has done 
every Burmese, as well as the foreign 
Burma scholar, a great service by publish- 
ing the first accurate account of these 
events. 

Shwe Lu Maung, an exiled Burmese 
scholar of Arakanese descent, has also con- 
tributed to the understanding of the com- 
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plexities of today’s Burma іп his study of 
nationalism and ideology. The author states 
honestly that “a sincere attempt has been 
made to keep this presentation free of my 
own political bias" — which is declared in 
the book’s dedication: “To the opponents of 
the military regime.” 

Shwe Lu Maung analyses the political 
and historical origin of modern Burma and 
how various classes and national groups 
have clashed over issues related to ideology 
as well as ethnicity. He discusses the failure 
of Marxism in Burma — an ideology which 
was almost as widespread in the country a 
few decades ago as the vision of democracy 
is today — and also reaches the conclusion 
that narrow-minded nationalism “is the 
main obstacle which has prevented the 
emergence of a modern nation under a fed- 
eration of Burma.” 

The solution, according to the author, is 
to recognise Burma’s political pluralism and 
ethnic diversity. “Whether that demo- 
cracy,” he continues, “will come through 
election or revolution is the big question.” 
Six months before the promised general 
elections in Burma, that question is more 
valid than ever. And it may be raised again 
with even more urgency in May next 
year — if these elections are not free and 
fair, or if the main opposition leaders 
are still under house arrest at that time. 

= Bertil Lintner 
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rstanding the Chinese Mind: The | 
hilosophical Roots edited by Robert 
Allison. Oxford University Press, Hongkong, 
London, New York. No price ice given. 


‚| ` Here is a book that re really needs to be 
mulled over in the seclusion of a comfortable 
study: dipping into it on the flight to Taipei 
will certainly teach you nothing at all. For 
one thing, the stress is on the subtitle, a con- 
cise indication that not much that has hap- 
pened in the past 2,000 years, especially to 
ordinary people, rates more than a passing 
mention in its pages. There is nothing 
wrong in that: confronting the thought of 
‘long ago and far away is surely the best pos- 
sible way to develop means of coping with 
alien intelligences closer to home, whether 
tax officials or teenage children. 
- Nor is there anything wrong with the 
comparative approach dominant in this 
collection. of essays. Explaining Chinese 
thought through recourse to more familiar 
figures has a pedigree in Chinese studies: in 
the 16th century Matteo Ricci was fond of 
drawing analogies between Confucius and 
Epictetus, while the eminent Victorian 
James Legge detected. similarities between 
Mencius and Bishop Butler. 





) wrestlers of the mind 


The trouble is, of course that the popular- 
ity of both Epictetus and Bishop Butler has 
faded considerably of late, while Confucius 


and Mencius still remain to be explained. 


The tactic adopted in this book, however, 
is to avoid specific analogies in favour of 
generalities. Thus the editor's introduction 
is followed by a chapter outlining the gen- 
eral problem of interpreting across bound- 
aries, not simply cultural boundaries, let 
alone specifically Chinese and Western 
ones, while next we find a chapter devoted 
to Chinese religious philosophy in which 
much of the author's effort goes into show- 
ing (most effectively) how comparison only 
becomes possible through recourse to what 
he himself terms a “vague level.” 

іп the following two contributions, by 
contrast, the argument becomes very 
pointed indeed, since we are treated to that 
most choice form of entertainment, an 
academic set-to. Did the linguistic situation 
in ancient China give rise to a radically differ- 
ent approach to truth and other aspects of 
language and mind taken for granted in the 
West, or did it not? Like watching one’s first 
sumo wrestling match, the finer pomts 
may prove impossible to grasp, but there 
is no mistaking the skill and dedication 











which the contestants bring 
counter, Unlike sumo wrestling, i 
mediately apparent which of the« 
has fallen flat on his face, though 
SUSPICIONS, | 
Unfortunately nothing else in the ће 
quite matches the excitement of tf 
trepiece. Worthy topics like meta: 
ethics and aesthetics are worthily 
a more conventional second half ox 
ally enlivened by the sight of some t 
larly tired cliche slouching past. С 
final chapter do we reach the tig ¢ } 
which has probably been nagging 
nest reader since page one: was ther, | after | 
all, anything corresponding to the Western 
concept of philosophy in ancient China? 
Well, not exactly, but а“ А, C. Graham ha 
recently pointed out, there was nothing e 
responding to the Westem cona 
sheep, either, since the Chinese termi ceni 
be applied to goats, too. m 
50 we should take these puzzles in 4 
stride: things were a little different in an: 
China, but not.so much so that we 
stretch our definition of philosophy a bit 
order fo manage. And if our own minds е 
limber enough, we should have no trouble 
in arriving at an understanding of the 
Chinese mind. Whether we will find | 
everyone agreeing with us is, on the evi- € 
dence of this book, another matter entirely. 
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investment laws, foreign busi- 
ness interest in Burma is being 
Es stymied by short-term uncertain- 
ja massively over-valued currency, and 
long-term doubts about the durability and 
` acceptability of the Burmese regime. 
«Burma was once one of the most pros- 
perous countries in the region, but more 
than two-and-a-half decades of the "Burmese 
. Way to Socialism’ left economic wreckage in 
ts wake. The eventual outcome was a se- 
| vere economic crisis which triggered last 
fears nationwide uprising against military 
rule. 

. When the military decided to re-assert 
power on 18 September 1988, Burma's for- 
eign-exchange reserves stood at less than 
2105610 million, the foreign debt amounted to 
- nearly 70% of GNP, and the debt service ratio 
was estimated at anything between 58% 
гапа 90% depending on the analysis. With 
foreign aid cut off as а result of international 
condemnation of the mass killings which 





Hard to credit 
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* When Burma's military government seized power in 1962, the 
_ country’s thriving banking sector that included foreign banks be- 
came one of the first victims of its new policies. 
.* In placeofasystem that allowed Rangoon to function as an in- 
rnational trade centre, the new socialist government put into 
place a monolithic banking system consisting of the Central 
Bank; Union of Burma Bank, currently named Union of Myanma 
Bank (UMB); Myanma Foreign Trade Bank (MFT8); Myanma Ag- 
ricultural Bank (маву and Муна Б Economic Bank 2 


followed the coup, new approaches became 
crucial for the survival of the military re- 
gime. It is against this background that the 
new economic policies took shape. 

The IMF, the World Bank, the Asian De- 
velopment Bank and Japan, formerly 
Burma’s largest aid donor, made it clear dur- 
ing visits to Burma in late October that they 
remain unimpressed. And though trade 
delegations — especially Thai and Singapo- 
rean — now arrive almost weekly in Ran- 
goon, no foreign company has so far risked 
large-scale capital investment in Burma. 

Burmese law allows foreign investors to 
form either wholly owned enterprises or 
joint ventures in which the foreign partner 
must take at least 35%. Investors are prom- 
ised a three-year m. holiday, and profits 
reinvested in the enterprise within one year 
are tax-exempt. Capital equipment and in- 
puts can also be imported free of duties, and 
there are guarantees that profits can be re- 
patriated. 

On the face of it, this is surprisingly lib- 
eral. But the law is little more than a broad 
guideline, and much uncertainty remains. 


For example, the law lists various cases of 
tax exemption, but it does not say whether 
taxation will be applied uniformly to all for- 
eign enterprises, or if various types of taxa- 
tion will be applied to the different cate- 
gories of business. 

And it is not certain what percentage of 
profits can be repatriated by a foreign invest- 
or when an enterprise is established as a 
joint venture. The law also carefully avoids 
saying whether or not foreign investors can 
buy land for factories and plantations. Arbi- 
tration of commercial disputes is also hazy 

However, the biggest stumbling block to 
foreign investment is the Burmese Govern- 
ment's stubborn refusal to acknowledge 
that the country's currency is grossly over- 
valued. Officially, one US dollar fetches 
Kyats 6.50 — but the black-market rate is 
Kyats 50-55, with the selling rate as high as 
Kyats 75. The IMF has tried to pressure 
Burma into a 90% devaluation. But in a 
speech on 10 November, the chairman of 
the ruling State Law and Order Restoration 
Council (Slorc), Gen. Saw Maung, ruled this 
out, arguing that devaluation would only in- 


MEB, for instance, has only two forms of savings accounts: pass- 


book savings with an annual interest rate of 8% and savings cer- _ | 
tificates with an annual interest rate of approximately 11%. (Тһе 
annual inflation rate is estimated at 20-40%.) 


for treasury bonds. 





The government is discussing the introduction of treasury — 
bonds and other financial and monetary instruments that could 
encourage the general public to save more. But under a plan 
abandoned in 1986, UMB was paying an interest rate of only 1% 


Not surprisingly, such banking inadequacies have prevented 
small-scale but potentially productive investments in the private 
sector. Economists say Burma's banks will remain a major obsta- 
cle to development unless they adopt: more realistic interest rates 

 andareallowed to operate. efficiently. 

A banking law expected to bep promulgated n next year should 

help. According to governmer zuidelii i 
offer increased financial a nd adm m 
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crease Burma's foreign debt, now ap- 
proaching US$4.9 billion. 

One foreign economist com- 
mented: “With a more realistic ex- 
change rate, foreign investment 
would follow more easily and the 
country's overall economic situation 
would improve." But many foreign 
businessmen believe that the refusal 
to devalue the kyat stems from the 
country's de facto strongman, Gen. 
Ne Win, who apparently vowed in 
the early 1960s that "there will be no 
devaluation as long as I am in 
power." 

That suspicion points at Burma's 
main problem: real power, political 
as well as financial, remains concen- 
trated in the hands of a privileged 
few. 

For example, the officially prefer- 
red point of first contact for most 
businessmen, foreign as well as local, 
is a new Burmese company called the 
Associated Business Consultancy 
Services Ltd. This company is said to 
be able to arrange deals in an enor- 
mously wide range of commercial ac- 
tivities. Closer inspection reveals this 
company to be controlled by Aye 
Zaw Win, Ne Win's son-in-law. 


ronically, Burma's economy is 

even more centralised today 

than it used to be under the pre- 

vious socialist system," a eco- 
nomic analyst said. “When it all 
was supposedly illegal and con- 
ducted in the black market, it worked 
fairly well in an unofficial way. 
Today, free trade has been in- 
stitutionalised and new laws are 
being implemented. The result is that 
many small and middle-scale traders 
are being squeezed out since they can't com- 
pete with the big, well-connected business- 
men." 

A foreign businessman who recently vis- 
ited Burma complained that the ruling mili- 
tary's attitude to private business is one of 
"deep suspicion and contempt, and 
that there is "a feeling that the new trends 
have to be strictly controlled and reg- 
ulated." 

Analysts argue that when no flood of for- 
eign money greeted the new laws, Slorc 
began selling off Burma's vast natural re- 
sources to neighbouring countries, and this 
is where much of the new "investment" has 
materialised. 

The first to respond were the Thais, who 
secured 22 logging concessions inside 
Burma worth more than US$100 million. 
Eight different Thai, Malaysian, Singapo- 
rean and Hongkong companies were 
awarded fishing licences totalling US$17.7 
million. The annual Gems, Jade and Pearl 
Emporium held in Rangoon in March raised 
US$11.28 million of foreign exchange. By 
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Note: For fiscal years ending 31 March Source: Ministry of Planning and Finance, Rangoon 


June, after a few more similar deals 
had been struck, Burma's foreign-ex- 
change reserves had risen to US$150 mil- 
lion. 

Then, however, the first joint ventures 
were also under way. On 19 August, a deal 
was signed between the Burmese Govern- 
ment and SKS Marketing Ltd, a small Sin- 
gaporean company which opened a depart- 
ment store in Rangoon, in addition to a simi- 
lar outfit run by Daewoo of South Korea 
which began selling imported consumer 
goods in Rangoon on 26 July. On 27 August, 
Burmal Holdings of Malaysia set up a retail 
and wholesale joint venture. Another Sin- 
gaporean company, Woodwork and Con- 
struction Pte Ltd, signed a joint venture deal 
on 23 September to produce wooden door 
leaves. On 12 October, an Austrian com- 
pany, IAEG, signed an agreement to build 
five-star hotels in Rangoon, Mandalay and 
Pagan. 

The main breakthrough came in October 
and November when the Burmese Govern- 
ment announced production-sharing con- 
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tracts with а number of foreign oil 
companies, among them Yukong of 
South Korea, Idemitsu of Japan, 
Amoco and Unocal of the US, Petro- 
Canada, Britain’s Croft Exploration 
and Dutch Shell. 

However, one major disincentive 
to would-be foreign investors is that 
no one wants to be seen as the friend 
of the present military regime, which 
is despised domestically and con- 
demned internationally for its abys- 
mal human-rights record. Privately, 
foreign businessmen concede that 
possible trade sanctions against the 
Burmese regime are a major worry. 
In the US, a bill has already been pre- 
sented to Congress to bar the import 
of Burmese logging and fishery pro- 
ducts. Probably anticipating a ban, a 
US furniture company, Smith & 
Hawken, decided on 1 August to 


few observers doubt that Thai and 
Singaporean companies will pay 
dearly for their premature eagerness 
to get into the Burmese market if anel 
when a democratically elected gov- 
ernment takes over. 

The problem was also illustrated 
by Coca-Cola of the US which, ac- 
cording to the state-run Working 
People’s Daily of 23 September, sign- 
ed an agreement for the production, 
distribution and sale of its soft drinks 
in Burma. Burma's militant student 
movement quickly announced its 
intention to launch a worldwide boy- 
cott of Coca-Cola. Coca-Cola respond- 
ed that it had merely “investigated 
the possibilities” of marketing its pro- 
ducts in Burma. If the Coca-Cola deal 
goes through, it will be the first major 
capital investment in Burma. 

Little if any of the foreign exchange 
raised by the new policies has been used for 
badly needed industrial and economic deve- 
lopment. Instead, Slorc has spent most of it 
on imported arms and ammunition. "Apart 
from an abundance of new parks and a 
few totally unnecessary foot-bridges in Ran- 
goon, the government has done nothing to 
improve the living standard of the people, 
or to encourage private enterprise and pro- 
duction. On the contrary, there are credible 
reports of malnutrition and even starvation 
in some Rangoon suburbs — for the first 
time in our history," a Burmese source com- 
mented. 

. The conditions that produced last year’ 5 
upheaval are still there, and are even 
worsening, according to diplomatic as well 
as Burmese sources. Foreign investors are 
clearly aware of that, and even the usually 
cautious United Nations Development Pro- 
gramme concludes in an official report: "It is 
unlikely that any foreign mvestment will be 
forthcoming until a nationally elected demo- 
cratic government is in place." Г] 
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FINANCE 


Markets wary of Australia’s highly geared high flyers 


The hazard of Oz 





By Anthony Rowley in London and 
Charles Smith in Tokyo 


ith Australia’s image as a 
W sovereign borrower tarnished by 

the downgrading of the country’s 
credit rating in recent months by two New 
York-based credit agencies, markets have 
grown wary of lending to the more highly 
geared Australian entrepreneurs who have 
had heavy recourse to the international loan 
and capital markets. 

A major problem, according to a Japan- 
ese analyst who specialises in Australian 
debt problems, is that Australian Treasury 
Department officials appear to have "very 
little idea of what the private sector is up 
te.” 

Australian corporate debt was not down- 
graded at the same time as the sovereign 
debt — though one of the New York agen- 
cies told the REVIEW that this could be “in the 
offing” for several companies which are per- 
ceived to have problems with debt servic- 
ing. Some ostensibly high-quality com- 
panies such as the Elders IXL group have al- 
ready suffered that fate. 

One US investment banker in London 
said that credit officers were concerned that, 
on the corporate front, Australia’s credit rat- 
ings could now go “the same way as New 
Zealand's did" in the aftermath of the trou- 
bles at merchant bank DFC New Zealand 
(which has passed into a form of receiver- 
ship owing an estimated US$800 million to 
Japanese banks). 

Generally though, the London-New 
York market's perception of Australian cor- 
porate debt remains "positive." Country 
risk or transfer risk worries the market more 
than individual company credit risk, though 
corporate borrowing accounts for the bulk of 
Australia's overseas debt. 

Australian banks have been major 
offshore borrowers since financial deregula- 
tion in the mid-1980s cut loose domestic in- 
terest rates and made offshore funding at- 
tractive. Resource companies are also big 
foreign borrowers. But heavy borrowing by 
a handful of financial entrepreneurs has 
substantially boosted the borrowing figures 
recently. 

Australian issuers have found offshore 
markets attractive because of the steeply in- 
verse yield curve in the domestic capital 
markets where short-term interest rates are 
being held at around 20% while 10-year 
domestic bonds yield around 13.5%. Prime 
Minister Bob Hawke and his Treasurer Paul 
Keating have been using monetary policy to 
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keep interest rates high in an effort to dam- 
pen domestic demand. 

Some of the more highly geared Austra- 
lian corporates do not have good enough 
credit ratings to tap long-term bond markets 
so they are effectively forced to borrow rela- 
tively short, either domestically or on inter- 
national credit markets. 

Although Australian short-term interest 
rates are thought to be near their peak (and 
most corporates can borrow at several 
points below prime) offshore corporate bor- 
rowing is expected to remain at high levels. 
The debt will continue to be rolled over by 
the market — at a price, London analysts 
say. 
In Tokyo, the city banks are relatively 
unworried about exposure to the Austra- 
lian high flyers, insisting that they have 
been “prudent” in their lending to such 
borrowers as the Qintex group or Bond 
Corp. Overall, Tokyo's bank- 
ers are relatively relaxed, 
viewing Australian debt in 
the context of the overall 
Japan-Australia relationship 
and Japanese credit rating 
agencies say they have no 
plan to downgrade Austra- 
lian debt. 

This is in contrast to the 
attitude of Standard & Poor 
(S&P), one of the premier 
US debt-rating agencies, 
which announced at the 
beginning of November that 
it was lowering the Com- 
monwealth of Australia’s 
long-term rating, reflecting 
the country’s sharply higher 
current-account deficit and mounting for- 
eign debt burden. Moody’s Investor Service, 
the other major US rating agency, down- 
graded Australian debt several months 
ago. 

S&P cited among other things Australia’s 
“weak” external position and the fact that 
net external debt rose to 200% of imports in 
June as factors behind its decision. 

Moody's cited similar factors and said it 
perceived a "small but significant increase in 
the likelihood that Australian borrowers 
could at some future date experience diffi- 
culty in accessing the foreign currency to ser- 
vice debt." 

Analysts in London and New York point 
to the fact that Australia's current-account 
deficit has been averaging 4-6% of the coun- 
try GDP while total net foreign borrowing is 
equal to around 32% of GDP. 
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Hawke: policy risk. 


Australia’s total gross foreign indebted- 
ness on 30 September stood at A$139.9 bil- 
lion, compared to some A$137 billion three 
months earlier. Net of overseas financial as- 
sets held by Australians, debt was A$110.3 
billion at 30 September, up from A$108.2 bil- 
lion. 

Slightly under A$34 billion of this rep- 
resented official borrowing — A$17.3 billion 
by the Commonwealth government and the 
Reserve Bank plus A$16.5 billion by state 
governments. The remainder was non-offi- 
cial debt, mainly in the private sector. 

A further breakdown shows that finan- 
cial enterprises have outstandings of A$46.8 
billion, of which A$16.8 billion is attributable 
to the public sector. Corporate trading enter- 
prises owe A$59.4 billion, of which public 
utilities account for A$11.6 billion. 

Japanese sources agree with New York 
and London that Australia's debt situation 
appears "catastrophic" if measured by ordi- 
nary indices such as ratio of total gross inde- 
btedness to GDP (40.876). But the country's 
continuing ability to attract capital, plus the 
fact that about 75% of debt is in the private 
sector, means that the "real" situation is 
probably better than the figures suggest, a 
Tokyo bank analyst said. 

Japanese analysts do not expect the debt 
burden to rise in relation to 
GNP in the medium term 
though, in absolute terms, 
net debt may climb past 
A$200 billion (US$156.86 bil- 
lion) from the current level of 
around A$110 billion. But 
default or rescheduling of 
Commonwealth роуегп- 
ment debt is seen as "incon- 
ceivable" and the govern- 
ment is expected to have lit- 
tle difficulty in rolling over 
Australian dollar bonds 
which are due to mature in 
the next year or two. 

Perhaps the main expo- 
sure of the Japanese to cor- 
porate debt is through 
Euroyen-Australian dollar swap business 
done out of London. Cash-rich Japanese in- 
stitutions such as insurance companies are 
able to “double-swap” their yen surpluses 
into Australian dollars via the US dollar. 

This enables the Japanese institutions to 
enjoy the high coupons which Australian 
debt instruments currently offer while at the 
same time giving European institutions ac- 
cess to US dollars. US investment banks are 
active in this market. 

Swaps business is sensitive to the credit 
rating not only of the country whose cur- 
rency is involved but also to the status of the 
counter-parties in the deal. There has con- 
sequently been some tightening of liquidity 
in the Euroyen/Australian-dollar market re- 
cently, reflecting concern over Australian 
counter-parties’ creditworthiness, but the 
market is far from drying up. ә 
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COMMODITIES 


Sri Lanka s state-run tea plantations are іп a mess 


All to pot 


By James Clad in Colombo 


olombo tea brokers conduct their 
С morning auctions іп an atmosphere 

of restrained civility inside this city’s 
new Ceylon Chamber of Commerce build- 
ing. It requires an unhappy, imaginative 
leap to remember that victims of Sri Lanka’s 
ferocious civil war occasionally float in the 
pond opposite the chamber’s modern, 
glass-fronted premises. 

This stark juxtaposition — a grim war 
outside but business as usual inside — says 
much about both the problems, and poten- 
tial, of Sri Lanka’s most famous industry. 
But one fact is clear: inescapable change on 
state-owned estates plus continuing confi- 
«тке in Sri Lankan blends by global tea 
traders belie the recent spate of alarmist re- 
ports portraying a terminally ill industry of 
paralysed estates, involuntary labour stop- 
pages and war-ravaged warehouses. 

To be sure, the Janata Vimukti Peramuna 


(IVP, or People's Liberation Front) in — 


its fight with the government has en- 
forced some extraordinarily stupid, 
anti-estate policies that have sharply 
alienated public support. In a 
direct attack on the economy, these 
Marxist-minded Sinhala chauvinists 
have burned down 14 tea mills and 
razed eight state-owned factories this 
year. 

Although some destruction may 
be traced to insurance-minded ar- 
sonists, the civil war has undoubt- 
edly crimped production. “Sri 
Lanka, once the proud leader 
among tea-exporting nations, now 
finds itself struggling hard to be in 
the running,” says а gloating passage 
in a New Delhi newspaper. (India is 
now the world’s largest tea pro- 
ducer.) 

However, as with Sri Lanka’s macro-eco- 
nomic problems, the civil war's effect on the 
tea industry tends to be overplayed (REVIEW, 
16 Nov.). Other causes, especially dismal 
management and governments indulging 
in pre-election “voter bribery,” have done as 
much, if not more, damage to the industry. 

This analysis finds support in a confiden- 
tial report recently endorsed by the Sri Lan- 
kan cabinet. Made available to the REVIEW 
by cabinet-level sources, the paper describes 
the country’s huge, state-owned planta- 
tions, the Sri Lanka State Plantations Corp. 
(5РС) and the Janatha Estates Development 
Board (JEDB), as being “in desperate financial 
straits.” 
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Slim pickings оп Sri Lankan tea plantations. 


The 5РС and JEDB, formed after 1972, pro- 
duce two-thirds of Sri Lanka’s tea on estates 
covering 110,000 ha. Their full and part-time 
payroll numbers 426,000. And nearly 
800,000 of Sri Lanka’s 16 million people live 
on their estates. Labour already comprises 
two-thirds of the cost of tea production in Sri 
Lanka. 

Authored by a “core group” of officials 
from the SPC, the JEDB and the ministries of 
finance and of plantation industries, the re- 
port slams poor management and weak 
commercial and corporate autonomy. Yet it 
puts the blame for the present near-insol- 
vency squarely on the politicians: “The rela- 
tively high increase in wages and the en- 
forcement of the six-day week [both prior to 
the December 1988 general election] . . . pre- 
cipitated the financial crisis." Unless the sPC 
and JEDB improve their earnings, the report 
predicts "further losses . . . leading to virtual 
bankruptcy." The two firms' operating loss- 
es for calendar 1989 alone may reach Rs 677 
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million (US$16.86 million). Their non-servic- 
ing overdraft with the Bank of Ceylon, the 
central bank, reached Rs 1,750 million by the 
end of May. Alarmingly, the paper says this 
overdraft could even “swamp” the central 
bank. 

The core group barely mentions the Тур 
insurgency as a factor in the crisis. Instead, it 
candidly discloses the estates' breach of fi- 
nancial covenants embedded in a 1985 tea 
investment programme receiving World 
Bank and Asian Development Bank loans 
totalling US$100 million. By the end of June, 
the World Bank threatened to suspend its 
loan unless the SPC and the JEDB received 
major corrective surgery. 
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What needs doing? In the medium term, 
the cabinet accepted most of the report's call 
for "concerted action on all fronts — man- 
agement, labour, scientific research." In the 
immediate future, it endorsed recommen- 
dations to: 
> Abolish the plantation sales tax for two to 
three years. In 1988 alone, the government 
took Rs 1.73 billion from tea and rubber 
levies, leaving almost no retained earnings 
for the estates. 
> Slash operational costs by 2% and con- 
vert much of the sPC and JEDB overdrafts, 
now totalling over Rs 1 billion each, to loans. 
> Freeze new estate hiring and bring about 
an "early repatriation of Indian passport 
holders." Indian nationals comprise a size- 
able slice of estate labourers: their departure 
would cut labour costs. 
> Close down poorly yielding estates and 
accelerate replanting of old tea (65% of all tea 
bushes are now well beyond their most pro- 
ductive age). 

Encouragingly, President Ranasinghe 
Premadasa's government seems resigned 
to taking these hard steps. Although Pre- 
madasa owes much to cabinet-level politi- 
cians who can marshal estate workers’ 
votes, he must now undo the damage re- 
sulting from pay rises and the introduction 
of a shortened working week which were 
not linked to improved productivity. 

Sources in both the public and 
private sector say there is one 
simple reason for optimism: the 
government has no choice. A cabinet 
memorandum told Premadasa that 
the public estates’ “staggering 
losses and crippling overdrafts will 
soon drive (them) into insolvency.” 
(In Sri Lanka, private estates 
comprise about a third of plantation 
hectarage and are responsible for 
all increased production in recent 
years.) 

It also said "a collapse of these two 
corporations will spell doom for the 
external reserve position of the coun- 
try, apart from far-reaching domestic 
implications . . . export earnings (by 
the SPC and JEDB) account for nearly 
50% of the annual debt-service pay- 
ments of the island." 

One encouraging development is a 
"cluster scheme" endorsed by Plantations 
Minister Gamini Disanayake to break the 
SPC and JEDB into more manageable sized es- 
tates. The redrawing of 480 estate operations 
into 40 "zones" has already been completed: 
estate managers say they now have more 
autonomy. 

The next step, though the government is 
loathe to admit it publicly, is to begin award- 
ing management service contracts to foreign 
plantation firms. A precedent is the way 
such firms as Harrisons and Crosfield have 
helped revive Sumatra rubber plantations 
nationalised by the Indonesian Government 
in the 1950s and still publicly owned. a 
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What do these 
international companies 


know about Dubai 
that you don’t? 











They know that Dubai’s Jebel Ali Free Zone а No personal income taxes. 

has introduced exciting trade freedoms ш No import duties/export taxes. 

and benefits, enabling companies to set up п Unlimited cheap energy. 

trading and industrial bases in the They also know that with superb facilities 
мше East. including an extensive infrastructure, state-of- 
Just look at these benefits-unique to Jebel Ali. the-art communications, accommodation, 

ш 10095 foreign ownership. hotels, hospitals, security and every modern 
m Unlimited transfer of profit and capital. amenity, Jebel Ali is a unique opportunity for 


в No corporate taxes for a minimum of 15 years. world markets. 


For more information contact 


سلطة المنطقة الحزةلجيل 
іш TT Free Zone Authority‏ 


Marketing Dept. No.07 

Jebel Ali Free Zone Authority, P.O. Box 3258, 
Dubai, United Arab Emirates. Tel: Jebel Ali 56578 
Telex: 46580 TPAJA EM, Cable: PAJADUB - U.A.E 
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INNOVATION 


Now picture this 


emember when video tape record- 

ers first came out? There was tre- 

mendous uncertainty about who 

would buy them and how they 
would be used — not to mention the confu- 
sion surrounding the competing VHS and 
Beta formats. 

Well, it is all happening again. Only this 
time, the product is the electronic still cam- 
era, which instead of film, uses a microchip 
sensor to convert light into electrical signals. 
The signals, or images, can be recorded on a 
variety of storage media and be viewed 
through an ordinary television. 

What people would want to use elec- 
tronic still cameras for is not clear. Manufac- 
turers talk optimistically about the coming of 
digital-phone networks along which photo- 


| gsaphs taken with the new cameras сап be 


transmitted. They also mention dentists and 
beauty salons as possible strong buyers of 
the new cameras. But the makers 
admit that they are doing market re- 
search as they go along. 

Meanwhile, technology is chang- 
ing the electronic still camera at a 
breathtaking pace. Toshiba Corp. 
and Fuji Photo Film Co. have already 
introduced an all-digital format in 
Japan. 

Electronic still cameras, which 
look similar to conventional single- 
lens reflex cameras (SLRs), first hit the 
market in the early 1980s. Initially, 
the cameras, designed to transmit 
images on telephone lines, flopped 
miserably. Aimed at professional 
and industrial use, they were also expen- 
sive. Although the application was sensible, 
it was clearly ahead of its time. 

Nonetheless, improved versions of the 
cameras are beginning to catch on slowly. 
For example, the US Navy, looking for faster 
ways of transmitting photographs, is testing 
electronic still cameras in surveillance air- 
craft. And last year, Canon, Sony and 
Konica introduced electronic still cameras 
for the consumer market. Initial market re- 
sponse was favourable, but Tokyo retailers 
report that sales of the cameras are slow. 

One reason behind slow sales is the dif- 
ficult process of viewing images. For camera 
owners without expensive colour printers 
there is no way to compare images side by 
side, as with conventional photographs or 
slides. Canon has patched over the problem 
by offering a one-sheet print-out service via 
colour laser copiers located at local copy 
shops. In addition, the company is offering 
a hand-held Tv monitor for on-the-spot 


playback of pictures. 


The camera of the future? 


Image quality, however, remains the big 
snag with the first generation of consumer 
models. As a result, finicky young Japanese 
consumers have turned to the latest SLRs. In 
addition to featuring lots of electronic bells 
and whistles such as auto-zooming, such 
cameras also produce high-quality images. 

The quality problem is attributed to the 
analogue recording systems in the cameras. 
In an analogue system, light is separated 
into three signals — red, green and blue — 
that are subsequently recorded (on the back 
of a high-frequency carrier signal) as vari- 
ations in magnetic flux on tiny, 2-in. floppy 
disks inside the camera. 

Analogue recording is inherently liable to 
inaccuracy and distortion. Less-than-ideal 
colour filters allow in unwanted portions of 
other colours. There is also no way to dif- 
ferentiate between “noise,” or unwanted 
random signals that all electrical systems 
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generate internally, and the picture signal it- 
self. 

The  digital-recording system that 
Toshiba and Fuji are marketing overcomes 
these problems. In it, the red, green and 
blue signals are digitised and stored as ones 
or zeroes in a credit card-sized microchip 
memory pack. 

Incoming colours in a digital system can 
be compared with ideal reference values 
stored in a camera’s memory and adjusted 
accordingly. Since digital signals are easily 
identified as a train of square-edged 
pulses, noise is simple to filter out. Add to 
that a resolution of 400 lines — 100 more 
than the analogue system — and the result 
is crisp, high-quality pictures. 

Toshiba and Fuji joined forces on the de- 
velopment of the camera in March. The 
speed at which they managed to leap from 
the prototype stage to a full-blown commer- 
cial product is a tribute to how fast Japanese 
companies can move these days. To the 
party, Toshiba brings its semiconductor 
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skills; Fuji, its colour and image processing 
know-how. 

Their new system consists of a camera, 
film cards, a card reader and a digital tape re- 
corder that functions as a photo album. Al- 
though it looks like a consumer product, the 
system's price of about US$21,000 will be 
enough to deter all but the most well-heeled 
photography enthusiast. 

At more than US$1,000 a copy, the film 
cards are pricey. Each contains 18 individual 
megabit microchips, but because of the vast 
amount of data generated by digitising 
video information, enough to store only 12 
images. These static random access 
memories, which require a battery to help 
them remember, are difficult to manufac- 
ture. 

Toshiba intends to switch to a new kind 
of chip, called flash, which does not require 
batteries and is much simpler to produce. In 
addition, flash memory’s simpler 
structure means that Toshiba will be 
able to switch from one-megabit to 
four-megabit chips. This in turn 
means 24 pictures per card, just one 
fewer than floppy disk based sys- 
tems can hold. The experience that 
the company will obtain in making 
these new memories is expected to 
help it tackle a much bigger goal — 
the replacement of floppy and hard 
disk drives. Because they do not 
have any moving parts, microchip 
memories are much more reliable 
(not to mention considerably lighter) 
than mechanical floppy disks. 
(Toshiba has not forgotten that it was experi- 
ence in making microchips for calculators 
that subsequently enabled the company to 
dominate the computer DRAM market.) 

The next step for makers of digital elec- 
tronic cameras is to establish an industry 
standard. Toshiba and Fuji have proposed 
one based on their camera that is scheduled 
for discussion in March. What will happen 
in the industry beyond these talks is any- 
body's guess. 

The improvisational approach the man- 
ufacturers have taken in the development of 
the electronic still camera is one of the great 
strengths of Japanese industry. As manage- 
ment guru Tom Peters writes in his book 
Thriving on Chaos, “the Japanese treat every 
product as an ongoing experiment and are 
constantly engaged in improving it.” 

Another Japanese strength is persis- 
tence. As with the video tape recorder, it is 
the makers' faith that big markets will ulti- 
mately materialise that should win them the 
day. и Bob Johnstone 
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BUSINESS KEE ATR SS. 


INVISIBLE HAND 


Why Latin America matters 


o most Japanese businessmen, 

Latin America means debt and 

a hopelessly unbusinesslike ap- 

proach to running one's economy. 
This attitude may have to change in the next 
year or two, not only because Latin America 
needs to get Japan to invest in its industry if 
it is to have any chance of escaping from 
debt-induced recession but also because 
Japan needs Latin America. 

As a Japanese Ministry of Finance official 
pointed out at a seminar on business cooper- 
ation with Latin America last month in 
Nagoya, a recovery in the region would help 
ease Japan-US trade friction by helping to in- 
crease markets for US exports. This is a more 
important consideration today than either of 
the two traditional reasons why Latin 
America has mattered to Japan in the past — 
its raw material wealth and its importance 
as the most popular destination of Japanese 
migrants. 

Japan has always been aware of Latin 
America's importance, at least as an eco- 
nomic time bomb that could explode and do 
extensive damage to the world economy. 
But the record of recent contacts is slim ex- 
cept in the area of bank loans and financial 
investment in tax havens such as Panama, 
the Cayman Islands and the Bahamas. If tax- 
haven investment is excluded from the fig- 
ures, Latin America's share of Japan's direct 
overseas investment shrank to 5.9% in 1988 
from 14.4% in 1980. 

Even Brazil and Mexico, which once at- 
tracted large amounts of investment from 
Japan, have been neglected. Brazil was 
the first nation to be chosen to receive a 
Japanese car factory when Toyota Motor 
Corp. started building trucks there in the 
late 1950s. Today, however, Toyota makes 
only Land Cruisers, not passenger cars, 
at its Sao Paolo plant. Given that Brazil 
boasts the world's ninth-largest market for 
passenger cars, this could be considered 


The explanation for Brazil's lack of invest- 
ment appeal, according to Japanese bank- 
ers, lies in currency devaluations and infla- 
tion that destroy the value of a company's 
assets in yen terms, controls on remittance 
of profits and dividends, limits on capital 
ownership and local-content requirements 
that are higher than in most Asian or Euro- 
pean countries. 

The good news about Japan's manufac- 
turing investment in Latin America is that 
the figures jumped in 1988, to US$442 mil- 
lion from US$161 million the year before. 
But compared with the funds Japan has 
been pouring into Asian NICs or into US 
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mergers and acquisitions, this is tiny. 

A recent survey by Keidanren, Japan's 
major business confederation, on invest- 
ment conditions in Venezuela found that 
50% of respondents believed there had been 
some improvement — though not enough 
— in the foreign-investment environment. 
Another 2576 indicated that conditions had 
worsened. Latin America's non-member- 
ship in the World Bank-sponsored Mul- 
tilateral Investment Guarantee Agency 
(MIGA) is another issue bothering Japan. 

Most of the larger Latin American na- 
tions have not joined MIGA or have failed to 
ratify their membership because of fears that 
the agreement (which limits a country's 
rights to expropriate investments) could be 
seen as an infringement of sovereignty. 
Japanese officials say that if Latin America 
wants Japan's global investment, it has to 
find a way around these problems. 

The Japanese are clearly right when they 
argue that external direct investment is a 
competitive market in which Latin Ameri- 


No yen to invest in Brazil. 


cans must learn to compete with Asians. 
Within Asia, governments such as Indo- 
nesia's, which once imposed severe restric- 
tions on incoming investment, have recog- 
nised the need to make themselves more at- 
tractive as their economies shifted away 
from dependence on resources. But Japan- 
ese claims that Latin America should pull up 
its socks from an investment viewpoint are 
not the complete answer. 

Japan's regional approach to investment, 
plus its interest in US mergers and acquisi- 
tions and anxiety to placate US and EC pro- 
tectionists by manufacturing locally, has left 
Latin American countries out in the cold. 
This may have become, or be about to be- 
come, a serious matter, given the stage that 
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many Latin American countries have 
reached in attempts to restucture their 
economies away from import subsitution to 
exports and from state control of the econ- 


omy to a market-based approach. Latin | 


America's "quiet revolution" in terms of 
headlines may not equal Eastern Europe's 
noisy one, but its long-term consequences 
for the world economy could be bigger. 

The first thing that Japanese companies 
need to do in order to react adequately to 
events in Latin America is to realise that the 
region needs advice, as well as money, and 
is willing to ask for it (at least in the case of 
some of the smaller countries). Even though 
Latin American economies may have been 
too resource-based in the past, the region 
still cannot switch overnight to a NIC-type 
development strategy in which growtlt 
comes primarily from exports of labour- 
intensive manufactured goods. 

The correct growth strategy would pro- 
bably involve progressive upgrading of the 
processing of natural resources. This has not 
been tried before, but Japan, which remains 
a major resource importer, is ideally placed 
to help. Japan should be willing to substitute 
imports of resources-based manufactured 
goods for unprocessed, or marginally pro- 
cessed, raw materials that still account for 
more than 50% of its imports from Latin 
America. 

Japan has adapted its tariff system 
to allow countries such as Thailand and 
Indonesia to export processed products 
(though only under severe pressure and in 
the face of threats that trade issues might be- 
come politicised). It should do the same for 
Latin American nations that are not impor- 
tant enough to be able exert leverage. 

Japan's other valuable contribution to 
Latin America's struggle to restructure could 
be to stop thinking of the region as primarily 
a US or EC preserve. Despite distances and 
historic ties, Japan ranks ahead of West Ger- 
many as an exporter to the region (with a 7% 
market share) and ties as an importer (with a 
5.5% market share). 

Japan's role as an absorber of Latin 
America's exports may have to grow any- 
way in the next five years as the US econ- 
omy moves back into balance and as the EC 
becomes preoccupied with Eastern Europe. 
But the process of filling American and 
European shoes may require a little con- 
scious assistance. It may be time for Japan to 
shed its inhibitions and to recognise that the 
Pacific Basin embraces Chile, Peru, Ecuador, 
Colombia, Central America and Mexico and 
not just Asean and the Asian NICs. 

ш Charles Smith 
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BUSINESS AFFAIRS 


INDUSTRY 


LNG to become Indonesia's top currency earner ` 


Liquefied assets 











By Adam Schwarz in Jakarta 

s Indonesia enters a more environ- 
А "= conscious decade, earnings 

from its vast reservoirs of “clean” 
natural gas will ensure that hydrocarbons 
retain pride of place in the national treasury. 
In the 1990s, gas, especially liquefied natural 
gas (LNG), is expected to become the coun- 
try’s top foreign-exchange earner as crude 
output dwindles and more and more oil is 
used as feedstock for downstream indus- 
tries. 

Indonesia sits on top of one of the largest 
gas reservoirs in the world, with proven re- 
serves of more than 90 trillion ft? (tcf) and ac- 
cording to Mines and Energy Minister 
Gtnanjar Kartasasmita, some 200 tcf in po- 
tential reserves. Proven reserves alone are 
equivalent to almost 16 billion barrels of oil, 
representing more than 70 years of produc- 
tion at current levels. 

Industry analysts say demand for gas 
is sure to rise. Compared with other 
energy sources like coal, oil and nu- 
clear power, natural gas is environ- 
mentally friendly. And though start- 
up LNG facilities are extremely expen- 
sive, adding on new capacity is rela- 
tively cheap, assuming additional 
gas reserves are available. Indonesia 
has both the facilities and the re- 
serves. It believes the growth of the 
industry is constrained only by 
buyers’ willingness to commit to 
long-term sales contracts. 

Japan, once choked with pollu- 
tion, is now the world’s biggest im- 
porter of LNG and its consumption 
may rise by as much as a third by the 
year 2000. Indonesia supplies more 
than half of Japan’s needs and, over- 
all, its LNG exports make up about 
35% of the total worldwide LNG 
trade. 

“Our main constraint is the Japanese 
market,” says Kartiyoso, head of the pet- 
rochemical and gas division at Pertamina, 
the state oil company. “Japan has a diversifi- 
cation policy and Japanese companies are 
being encouraged to buy their gas else- 
where.” 

Several regional competitors are eager to 
step in. Malaysia and Brunei export LNG 
while Australia recently began LNG ship- 
ments to Japan as part of its US$10 billion 
Northwest Shelf gas project. Australian 
shipments to Japan will reach 6 million ton- 
nes a year by 1994, pushing Indonesia's 
share of the Japanese market down to 
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around 45%. The Soviet Union and several 
Middle Eastern countries have substantial 
gas reserves. 

But because natural gas has to be 
liquefied for long-distance delivery, trans- 
porting LNG is expensive. Pertamina officials 
say competiton to supply the East Asian 
markets of Japan, South Korea and Taiwan 
will be waged within the region. Indonesia 
now has two LNG facilities in place, each 
costing several billion dollars to set up. 

The larger LNG complex, at Arun in 
Aceh, North Sumatra, has six production 
trains with total capacity of 9.8 million ton- 
nes. A second complex in Bontang, Fast 
Kalimantan has four trains with combined 
capacity of 9.2 million tonnes. A fifth train at 
Bontang producing 2.3 million tonnes a year 
is scheduled to begin operating in A pril 1990. 

An LNG train takes gas from the well, re- 
moves condensate, water, carbon dioxide 
and mercury and separates out the heavier 
petroleum gases, butane and propane, from 
the lighter gases, methane and ethane. 
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The gas is then liquefied at 160° below 
zero, compressed to one six-hundredth 
of its original volume and loaded on special- 
ly constructed ships. At the other end, 
the LNG is re-gasified and piped to end 
users. 

Last year, Indonesia sent 16.5 million 
tonnes of LNG to Japan and 2 million tonnes 
to South Korea, bringing in slightly more 
than US$2.9 billion. Beginning in April, 
when Bontang’s fifth train is complete, 
Taiwan will start receiving LNG shipments 
eventually amounting to 1.5 million tonnes 
a year. 

Since LNG is so expensive to produce, 
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new investment has to go hand іп hand 
with new markets. Indonesia sells its LNG 
under long-term contracts, usually 20 years, 
which require buyers to take specified 
amounts each year. The two LNG complexes 
were built mostly using non-recourse 
financing under which the sales contract is 
held as collateral by lenders. 

This type of borrowing is more expensive 
than straight government-guaranteed bor- 
rowing, says Kartiyoso, but the government 
will continue to make use of it in the future 
so as not to push up the country's already 
high debt-service ratio. 

Pertamina estimates Asian LNG demand 
will grow by at least 10-15 million tonnes a 
year by the end of the century, even after ac- 
counting for Australia's 6 million tonnes to 
Japan. Assuming Malaysia adds another 
two trains (each producing about 2.3 million 
tonnes a year), says Kartiyoso, regional de- 
mand will allow for another three Indone- 
sian trains, two to be built in Bontang and 
the third at Arun. Each new train will cost 
US$400-500 million. 

For this scenario to come about, private 
traders say, Indonesia will have to show 
more flexibility on price and the volumes of 
LNG which it commits buyers to take each 
year. LNG prices are linked to crude prices. 
When spot crude prices dropped in the mid- 
1980s, Indonesia continued to link LNG 
prices to Opec's official selling price which at 
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times reached US$46 above prevailing spot 
prices. Eventually Indonesia adjusted its 
pricing formula and, last year, refunded 
US$600 million to Japanese and South Ko- 
rean buyers. But by then relations had been 
damaged. 

Sales contracts allow for a 2% swing each 
year on the volume of LNG buyers must take. 
For power companies in Japan and South 
Korea, the principal buyers of Indonesian 
LNG, this rule was considered strict but not a 
major impediment. Power companies deal 
in large volumes and can predict future de- 
mand with relative accuracy. But both In- 
donesia and consuming countries would 
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like to see more LNG go to industry and city 
gas companies. 

These users, reluctant to sign on for 20 
years at such stringent terms, are looking for 
at least a 10% annual swing on commit- 
ments, with at least part of the shortfall to be 
made up in the years after the sales contracts 
expire. “We realise we have to be more flexi- 
ble if we want to expand our market,” Kar- 
tiyoso says, "but we prefer all make-ups 
to be within the duration of the existing 
contracts.” Industry sources expect a com- 
promise soon in which buyers are given 
more flexibility on commitments in ex- 
change for agreeing to buy more Indonesian 
LNG. Traders say Taiwan and South Korean 
buyers will wait to see what kind of deal the 
Japanese can work out with Pertamina. 


eanwhile, Indonesia is aiming for 
MP domestic consumption of 

gas. Energy demand is rising 
rapidly in Indonesia and oil supplies can no 
longer do the job. Gas from a large field 
north of Bali will be piped to two large 
power stations in East Java, at Gresik and 
Paiton, when those facilities expand. Fer- 
tiliser plants are other large consumers. 

But in resource-rich Indonesia, gas must 
compete with coal and, at least for the 
moment, oil. Domestic gas prices are fixed 
by the government and are lower than cur- 
rent export prices. Since Indonesia's heat- 
ing needs are minimal, gas producers say 
that developing new gasfields for domes- 
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tic users is not yet economically feasible. 

Longer term, Indonesia is looking to its 
huge gasfields near Natuna Island in the 
South China Sea to maintain its dominant 
position in the industry. About half of In- 
donesia’s proven reserves, or 45 tcf, is lo- 
cated in these fields. Most of this gas, how- 
ever, has a high carbon dioxide content, 
making exploitation an expensive proposi- 
tion. “But after all current LNG expansion 
programmes in the region are in place, then 
Natuna will have a chance to materialise,” 
Kartiyoso says. “By the beginning of next 
century LNG buyers will have to look around 
for new start-up facilities.” One industry 
executive estimated that building three to 





COMPANIES 


Business booms for bicycle-maker Shimano Industrial 


pu 


By Bob Johnstone in Tokyo 
СЕ can tell a lot about a company by 





the way it tests its products. In order 

to make testing conditions as realistic 
as possible, Shimano Industrial Co., a lead- 
ing Japanese maker of bicycle components, 
imports mud from the countries in which its 
parts are sold. 

“At first the customs people here 
couldn’t understand it,” laughs Keizo 
Shimano, one of three brothers who runs 
the company. “They wanted to know what 
was wrong with using Japanese mud.” 

But, in addition to thoroughness, what 
really sets Shimano apart is the company’s 
vision. As Keizo Shimano explains, this is 
based on twin revelations that struck the 
company over a decade ago. 

The first was that making improvements 
to bicycle performance demanded an inte- 
grated approach. Prior to this, Shimano, like 
the rest of the bicycle components industry, 
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had been a specialist maker of a few indi- 
vidual parts. 

After seeing the light, Shimano has con- 
centrated on producing systems that bring 
together all of a bike’s control functions — 
steering, shifting and braking. That way, the 
company can ensure components interface. 
well with each other. “It was simple,” recalls 
Keizo Shimano, “but nobody else was doing 
it.” 

The company’s second big realisation 
was that bicycles were anything but rider 
friendly. In particular, shifting the complex 
gears on multi-speed models derived from 
road racers required some getting used to. 
Shimano resolved to develop machines 
which would be more obedient. 

The company’s vision has paid big di- 
vidends. At a time when the rest of the Ja- 
panese bicycle-components industry is reel- 
ing from the twin blows of the loss of export 
markets and a flood of cut-price imports, 
Shimano's business is booming. Тһе com- 
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four LNG trains on Natuna would cost in ex- 
cess of US$2.5 billion. 

A less expensive alternative to setting up 
a new LNG facility is to pipe the gas to users 
closer at hand. One plan is to pipe gas from 
a field operated by US-based Conoco 300 
miles south to Batam Island, near Singa- 
pore. Conoco’s fields, with proven reserves 
of 1 tcf, are low in carbon dioxide. From 
Batam the gas could be piped another 270 
miles to oilfields in Sumatra operated by Cal- 
tex. Caltex currently burns a portion of its 
crude to fire steam boilers and then injects 
steam back into its wells to coax up more oil. 
The piped in gas would be used to fire the 
boilers, leaving more oil for export. 

Gas can also be piped north to power sta- 
tions in Singapore which rely mostly on 
Malaysian gas. Singapore has said it wants 
to diversify its gas supply but is still haggling 
with Indonesia over price. Malaysian gas, 
transported over land, is cheaper than In- 
donesian gas, which has to be piped along 
the seabed. But with Singapore expanding 
its generating plant on Seraya island, Con- 
oco officials expect demand by the mid- 
1990s to be enough to accommodate Боки 
Malaysian and Indonesian gas. 

“For the moment, Singapore is the 
cornerstone of Natuna development,” says 
Guy Robinson, head of gas development at 
Conoco. Without guaranteed sales to Singa- 
pore, plans to install a pipeline down to 
Batam at an estimated cost of US$800-900 
million, are not likely to move forward. № 


pany’s sales grew a record 20% this year to 
top US$500 million, and an overflowing 
order book portends similar growth for next 
year, too. 

Shimano Industrial is based in the Osaka 
satellite town of Sakai. Before the advent of 
the bicycle, the town was famous for its gun 
barrels and kitchen knives, iron-forging 
skills which were readily adapted to the pro- 
duction of frames and components. Other 
companies located in Sakai include top bicy- 
cle tube maker Tange and Shimano’s arch- 
rival Sun Tour (Maeda Industries). 

Shimano began business in 1920 as a 
manufacturer of freewheels. But the com- 
pany’s first big break did not come until 40 
years later, when it developed a three-speed 
gear. This proved an extremely popular item 
with US bicycle manufacturers who were 
keen not to buy gears from the only other 
suppliers, European competitors like 
Raleigh. 

US cycling fads have been good to 
Shimano. From three-speed gears, the com- 
pany progressed to make 10-speeds, which 
enabled it to ride the crest of the US racing 
bike boom of the 1970s. The emergence of 
triathalon (swimming, running and cycling) 
in the US was an important milestone be- 
cause, unlike road racers, triathletes typi- 
cally do not a have a bevy of mechanics on 
call to fix their bikes when they break 
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down. The demand was thus 
for a more rugged type of 
machine that was easy to ride 
and fix. 

But Shimano’s biggest 
bonanza has been mountain 
bikes. The company's point- 
men in California spotted the 
trend soon after it began in the 
early 1980s. The company's 
Osaka headquarters respond- 
ed by sending engineers to the 
US to get experience riding the 
(in those days, typically cus- 
tom-made) bikes. While there, 
they listened to the complaints 
that mountain bikers were mak- 
ing and took copious notes. 

The company quickly 
realised that conventional rac- 
ing-type components were not 
suitable for mountain bikes. So 
it developed a line of products 
that were tailored tọ the needs 
of the emerging market. In par- 
ticular, Shimano completely re- 
Чеѕірпеа the gear shift so that 
it was easier to use and could 
be comfortably positioned next 
to the thumb on the handle- 
bars. 

In line with its integrated approach, the 
company brought gears and brakes together 
as a single unit. Using computers, the com- 
pany also designed chainwheels that are 
slightly oval (which tests show are better 
matched to the way the rider's leg muscles 
move) and whose teeth allow the chain to 
move smoothly from one wheel to another 
without its links rising up during the transi- 
tion. 

As a result of such efforts, Shimano has 
been ideally placed to profit from the explo- 
sion in mountain-bike sales that has occur- 
red in the US over the past five years and, 
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more recently, in Europe — especially since 
mountain bikes tend to carry higher price- 
tags than conventional bicycles. 

Of those prices, components account 
for a large portion. The company’s only 
real competitor is neighbouring Sun 
Tour. But Sun Tour’s product line is 
much smaller, preventing it from tak- 
ing an approach that is as integrated 
as Shimano's. 

In stark contrast to the performance of 
the rest of the Japanese bicycle industry, 
Shimano's exports remain high, at almost 
65% of total production. The company has 
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Pakistan lifts ban on bullion imports 


Golden days 


By Salamat Ali in Islamabad 


akistan has legalised gold imports for 
Р the first time, and in a related move, 
bankers are proposing to float a 
US$100 million gold mutual fund. Both 
moves are designed to address problems 
generated by tight foreign-exchange laws 
and to attract expatriate Pakistani funds 
back into the country through legal chan- 
nels. 
Gold imports have always been banned 
in Pakistan, and foreign-exchange regula- 
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tions have remained so tight that all transac- 
tions need government approval. Under 
new laws, expatriate Pakistanis can bring in 
up to 266 tolas (a little over 2.8 kg) any 
number of times as accompanied personal 
baggage on payment of a5% duty toa Pakis- 
tani embassy. 

Local traders can also import unlimited 
numbers of consignments of 1,360 tolas (ap- 
proximately 14.5 kg), provided a 6% duty is 
paid abroad out of foreign exchange earned 
outside Pakistan. Traders must make their 
imports through a bank — whose commis- 
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also been able to offset the ef- 
fects of the high yen by virtue of 
having a factory in Singapore. 

Since land at the Singapore 
site is limited, Shimano is now 
building a factory at Pontian, in 
the Malaysian state of Johor. 
Malaysian engineers are now 
being trained in Osaka, and 
production is scheduled to start 
next year. 

In addition to bicycle com- 
ponents, Shimano is also one of 
the world’s leading makers of 
fishing tackle. Production of 
reels and rods began in 1970 
and today account for about a 
quarter of the company’s sales. 

As with bicycle compo- 
nents, the company has 
pioneered the introduction 
of new technology. Its latest 
rods are made from carbon 
fibre and fine ceramics. Built 
into its top-of-the-line elec- 
tronic reels is a microcomputer. 
This calculates water depth 
based on spool rotation and 
line length to ensure that sub- 
sequent casts reach the appro- 
priate depth faster. 

Such features are one result of Shimano’s 
enthusiastic approach to research and deve- 
lopment. The company employs about 150 
researchers, probably more than all of its 
competitors put together. 

The 140 employees at Shimano Ameri- 
can Corp. in California ensure that Osaka 
stays in close touch with developments 
in the US. A somewhat smaller opera- 
tion іп Frankfurt keeps Shimano ир 
to date on developments in the European 
market. And, doubtless, makes sure that 
head office is supplied with plenty ыы 
mud. 
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sion and handling charges are included in 
the 6%. 

Although no reason for the liberalisation 
has been given officially, policymakers pri- 
vately nurse a variety of objectives. They be- 
lieve it will discourage narcotics-related gold 
smuggling (drugs smuggled out — gold 
smuggled in to pay for it). In turn, they 
hope it will strike at over-invoicing, which 
is currently practised by traders to gene- 
rate foreign currency to finance gold 
smuggling. 

And in the light of a plan submitted by 
local bankers to float a gold mutual fund, 
they also hope the decision will curtail the 
flow of expatriate Pakistanis’ home remit- 
tances through unauthorised channels. 
Bankers estimate that almost half the 
US$1.86 billion annually remitted to Pakis- 
tan comes in through unauthorised chan- 
пез; 7, 

Bankers argue that gold fund investment 
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ringing money into the country. 
Bank estimates that Pakistanis 
US$1.7 billion in overseas banks. 
‚ зау overseas Pakistanis might 
ound 1758100 million in the gold 
= enough to pay for the 8.5 tonnes of 
iat they predict will flow into Pakistan 
the first year of legalised imports. 











5 . Income would be буша ы b tak- 
3 of US$10.50 on every 10 8 of 


ега metal exchanges and by the return 
dade c on local investments paid for by gold 


ut the procedure for the expatriates 
will not be simple. The gold fund cer- 
" tificates would be traded оп local 
78 exchanges, and when the expatriate 
Pakistanis choose to sell them, their sale pro- 
ceeds may be taken out of the country in the 
form of foreign exchange bearer certificates. 
These are promissary notes honoured by all 
Pakistani banks abroad. Usually there is a 4- 
5% margin between their price and the pre- 
vailing foreign-exchange rate offered by the 
: central bank. 


` Some gold traders cum gold smugglers | 


are sceptical of the liberalisation, They say 
the prescribed procedure is too unwieldy to 
attract significant imports and was drafted 
on incorrect assumptions. They claim there 
s. no relation between smuggled exports of 
narcotics and. smuggled imports of gold — 
though they can give no satisfactory expla- 
m tion of how they make the money to buy 
gold abroad. 

`. Most of the gold smuggled into Pakistan, 
they say, crosses the border from India — 
‘which. is why gold prices are similar on 
either side of the border. According to these 
traders, smugglers operating the gold trail 
from the Gulf are not likely to abandon their 





trade simply to become legal importers of - 
quantities as small as 14.5 kg. They would 




















1 nterested only. if unlimited trade is al- 


Т гаи interests in the gold trade have 

caught offguard by the government's 
- decision. Some believe that these interests 
т taliated by pushing up local gold prices to 
nprecedented Rs 3,128 (US$146.17) for 
а the government's liberalisa- 


can be sold to омеа, Pakis- | 


PROPERTY 


за ита das tete Pesos eiii ром IP IIR as тања Теа HR AR eae eA i dM nt бива итд ее ал eaten afte iste nn нити meme 


Ву Christopher Marchand in 
Kuala Lumpur 


ТЕКЕ ате (———————— M тела атанан 


ће 23 November listing of First 

Malaysian Property Trust (ЕМРТ), the 

second listing of a Malaysian prop- 
erty trust in as many months, is intended to 
attract foreign investors into the burgeoning 
Malaysian property market. 

Residential, office and industrial prop- 
erty prices have risen strongly in the past 
year, amid expectations of continued pro- 
gress in 1990, Gains have been strongest in 
Kuala Lumpur, where Malaysia's economic 
upswing has had most impact. But invest- 
ment in Johor state and Penang has pushed 
up industrial prices there, while Singapore 
investors have been active in Johor Baru’s re- 
sidential market. 

For foreign portfolio investors, the prob- 
lem is a lack of property companies in 
Malaysia with established track records. 
Most prime Kuala Lumpur office buildings 
are held in some by listed vehicles 
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e Саво; МРТ 8 managing i 
says his trust is also having у difficulty in byw 
ing а second property on attractive terms. | 
FMPT might thus have to widen its focus by 
buying prime industrial land in the Klang 
Valley around Kuala Lumpur. 
Arab-Malaysian First Property Trust 
(АМЕРТ), the other listed property trust, 
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You can't tell if your concept will work unti! you've seen it 


in action. Bechtel's innovative automation technologies can 
help you see clearly into the future by bringing your 


concepts to life today. 


Our technologies have a wide range of architectural, engi- 
neering, and construction applications. So you can check 
for interferences, verify constructibility, and ensure quality. 


Believable concepts — Е 
because you've seen them working. 


Bechtel _ 


22 2400) Beale Street 
| San Francisco, CA 94105-1895 


| Contact: Tim Killefi, Bechtel Group, inc. 
ыы (415) 768-8600 Fax: (415) 768-9038 


Project visualization...conceptual design animation... 
3-D computer modeling. These are some of the automated 
tools we've developed to explore and test your designs 
while they're still on the drawing board. 
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С this year on an partie dull 
о gross yield. Of course, rent re- 
ons will raise returns and en- 
nce capital values, the mainstay of 
a Malaysian property investment 
strategy, and the good news is that 
capital values are likely to surge. 

The bad news is that unit trusts al- 
ready largely discount these gains. 

FMPT is trading at М$1.19 (44 US 
cents), down from its opening 
M$1.30, but still offering just 3.6% on 
its forecast gross distribution per unit 
this year. AMFPT at M$1.43 trades at 
nearly 30 times prospective earnings. 





ank Bumiputra and Malayan Banking have 
-been shelved. Bank Bumiputra shelved its 
property trust when it was unable to buy 
-Shahzan Towers, a Kuala Lumpur office 
complex still under construction. 
_ Certainly, rents will continue to rise as 
. prime office vacancy levels continue to fall 
“below the present 6.6% in the Golden 
Friangle. Rents in UBN Towers, Kuala Lum- 
~ purs most prestigious office block, which is 
` privately owned by the Kuok brothers, have 
doubled from М$1.80 a ft? two years ago to 
_М$3.60 now. Gains to M$5 a ft? are forecast 
Бу end-1990, with broker Mohaiyani Sec- 
urities tipping prime office rentals of M$6.12 
-afte by 1992, 
Capital values have jumped in the past 
year from around M$200 a ft? to M$400 a ft. 
And the M$464 a f£ paid in November for 
-Shahzan Towers breached the M$450 a ft? 
-high before the property market collapsed in 
1985. 
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Some analysts fear that the price paid for 
Shahzan Towers indicates growing specula- 
tion in Kuala Lumpur property. Arguably, 
though, Shahzan Towers’ prestige, which 
will rival that of UBN Towers, justifies the 
premium paid. 


ndustrial land is also forging ahead, 

with rents in Shah Alam, one of Kuala 

Lumpur’s prime industrial areas, hav- 
ing doubled to M$16 a ft? since early 1988. In 
Petaling Jaya, available supply has almost 
run out, 

In this case, however, the problem is 
that large undeveloped tracts of indus- 
trial land are held by the i rib; 
state of Selangor and the Selangor royal fam- 
ily. The rate at which this land is released 
will inevitably have an impact on capital 
values. 

Meanwhile, a swing towards decentralis- 
ing industrial investment should also en- 
hance industrial land on a countrywide 





а hacer 





basis, particularly space along the 
major roads. 

Residential prices should keep 
= firming in the next year. Lower-cost 
?) units have been most in demand, 
Й though Malaysia's growing middle 
dass is showing keen interest in con- 
dominiums, a sector which threatens 
to become oversupplied. 

But again the problem is a paucity 
of adequate property stocks in which 
to invest. IGB Corp. with its high- 
grade office portfolio, quality land 
bank and well-timed condominium 
developments, would be a natural. 
But IGB has diversified its assets by 
investing in major non-property 
companies, Malayan United Industries, Ber- 
jaya Corp. and Inter-Pacific. 

As a result, the group is heavily in debt, 
while market rumour is that the authorities 
might disallow a needed M$240 million 
rights issue to repair the damage, owing to 
uncertainty over the way the cash would be 
used. For its part, Selangor Properties is at- 
tractive on an asset basis, but has a weak 
earnings flow. | 

As with Malaysian industrial shares, the 
best value is probably to be found among 
the second-line companies that specialise in 
residential and industrial property. These 
would include Petaling Garden, a company 
with rather dull management but solid resi- 
dential and industrial holdings in the bur- 
geoning Klang Valley. Pelangi would also be 
a play on the fast-growing Johor property 
market. Sime Darby's United Estates Prop- 
erties is also a solid performer. However, 
second-line stocks can be the most illiquid in 
a downturn. и 
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5 By Alan Sanders | 
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here has never been a lack of data 
about Mongolia — the Central Statis- 
у tical Directorate in Ulan Bator has 
been publishing Mongolia’s official eco- 
“nomic statistics since 1965. The problem is, 
their efforts have borne little relation to the 
truth, as Tsendiyn Molom, deputy minister 
of foreign economic relations and supply, 
has recently admitted. 

Ina revealing glimpse behind the “Felt 
Curtain" — the Mongolian equivalent of the 
Iron Curtain,” derived from the felt cover- 
ing of the Mongolian ger (traditional round 
tent) — Molom revealed that until some four 
years ago, many official statistics were 
"wrong, sometimes deliberately so. 

In the several decades up to 1984 of 





Mongolia adnuts official statistics were false 


tats from the Steppes 


leadership by Yumjaagiyn Tsedenbal — 
now known as the "period of stagnation" — 
Mongolian propaganda was required to 
prove that country was a "developed 
socialist country," though in fact it was and 
is a developing country. 

For example, published estimates of 
Mongolian per capita GNP range between 
US$700 and US$1,200. One prominent 
British economist has even calculated a fig- 
ше of US$2,140. The true figure is US$660, 
Molom now says. 

Other "errors" in calculating GNP include 
counting non-industrial wages twice, in- 
duding foreign investment as national in- 
come, and using an unrealistic exchange 
rate for the Mongolian tugrik. An ex- 
change rate of US$1:Tugriks 3 had been 
applied, but a rate of US$1:Tugriks 5.64 
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would be nearer the mark, Molom claims. 
The deluge of phoney statistics has had 
some effect — not least оп: Mongolian 
economists, who have been using them for 
planning purposes. These statistics have 
also been passed on to various UN agencies 
and widely republished in UN data collec- 
tions. Mongolia-watchers have studied the 
published figures and. extrapolated from 
them everything from GNP to defence ex- 
penditure, and from foreign d lebt to gold 
production. For years they have been com- 
ingup with the wrong answers. 
~ Тһе admission that not all is as it seems 
comes as Mongolia launches efforts to at- 
tract foreign investment. New legislation is 
expected to draw up guidelines for joint 
ventures with non-socialist countries, and a 
draft law on joint ventures may be passed by 
" "Great Hural by the end of the 
| as “quite prom- 
18 — no limit on 
ition, a maximum 
ax rate of 30%, dends could be re- 
pedet There would be a time limit of 10- 
15 years, perhaps longer, and a tax grace 
period of two to о three years. a 
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ENERGY 


Seoul's nuclear power programme hobbled by flaws 


Cracking up 





By Mark Clifford in Seoul 


hard-driving construction schedule, 

coupled with an ambitious plan to 

produce most equipment locally, is 
beginning to take a toll on South Korea’s nu- 
clear-power programme. At the same time, 
political opposition is causing regulators to 
be more cautious, stretching out building 
programmes and driving up costs. 

The most immediate problem is at the 
country's two newest atomic reactors, 
which have been plagued by turbine and 
generator glitches since they began operat- 
ing last year. The number one reactor at the 
Ulchin site on the eastern coast was shut 
down in mid-October after it was discovered 
that several blades were loose and others 
had cracks. Similar problems were found in 
the number two reactor, which was shut 
down in early November. 

The shutdowns are testing relations be- 
tween Alsthom, the giant French company 
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South Korean nuclear plant: ambitious expansion. 


that was the main contractor for the Sfr 600 
million (US$374.5 million) turbine and 
generator contract, and utility monopoly 
Korea Electric Power Co. (Kepco). “We have 
a difficult problem in relations with Alsthom 
due to the turbine problem," says Park Soon 
Bo of Kepco's public relations department. 
“It is an extremely sensitive and delicate sub- 
ject.” 
| Alsthom, in turn, is unhappy with Korea 
Heavy Industries Corp., the state-owned 
company subcontracted to do most of the 
assembly work. The subcontract was re- 
as part of South Korea’s programme 
of developing the local industry. 

According to Kepco executives, the util- 
ity's president has appealed directly to the 
president of Alsthom for help in resolving 
the problem. Alsthom has sent a team of 
more than 10 engineers to Ulchin to try to re- 
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solve the issue, and utility officials hope to 
re-start the reactors in January. 

Kepco officials say the French company 
has conceded that the turbines have design 
flaws. Alsthom officials decline to comment. 

Meanwhile, the shutdown is costing 


Kepco а pile of money. The utility has been | 
forced to turn to higher-cost power sources | 


— coal, oil and hydropower — to replace the 





1,900 MW output of its idled high-ticket nu- 


clear power plants. 


This is not the first run-in these two com- | 


panies have had. Kepco asked Alsthom for | 


damages earlier this year after problems in a 


generator unit forced the shutdown of the 


two Ulchin reactors (REVIEW, 18 May). 
Kepco officials say Alsthom and Korea 
Heavy Industries have agreed to pay a daily 
penalty of Sfr 75,000 for 47 of the 107 days 
the plant was shut. (The contract calls for 
penalties after a 60-day shutdown.) 

Some analysts believe that problems 
with the generator were caused by Korea 
, Heavy Industries inexperi- 
$ ence. They say itis likely that 
2 the company, which is par- 

tialy owned by Kepco, will 


damages. 

There are now 11 reactors 
in operation in South Korea, 
including the two Ulchin 
reactors. There are plans to 


two more units at Ulchin, 
and more ambitious plans 
for the next century. A gov- 





end up paying much of the | 


build five new reactors over | 
the next decade, including | 
Yeonkwang 3 and 4, a Cana- | 
dian heavy water reactor and | 





ernment-sponsored academic study earlier | 
this year recommended building a total 0155 | 


nuclear power plants by the year 2031. 
Kepco is running into problems of a dif- 


ferent sort on the next two units, the | 


Yeonkwang 3 and 4 reactors, that it plans to 
build. The utility has not received a con- 





struction licence, which it had expected the | 


Ministry of Science and Technology to issue 
in April. 


Analysts say the ministry has delayed is- | 
suing the permit because of demands by | 
anti-nuclear groups for further safety checks | 


on the reactor design. As a result, the project 
is six months behind schedule, and the üt 
concrete has yet to be poured. 

"There's a skittishness on the part of | 
authorities” because of the country’s em- 
bryonic anti-nuclear movement, an analyst 
says. ж 
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LU У А Зара Я ИТ 2242 ЖЕТ ИКОН пала е 
КЕЗ ӨЗ сыл ааа ааа ТК ыны UG EE 
ECONOMIC MONITOR: TAIWAN 


Dime for a breather 


espite a credit squeeze by the cen- 

tral bank and several growth con- 

straints dogging industry, Tai- 

wan's economy looks set to finish 
1989 with GNP growth of about 7%. But 
government policymakers are expected to 
walk a fine line between inflation and eco- 
nomic slowdown in 1990. 

Economists say the resilience of Taiwan 
manufacturers in coping with growing com- 
petition, as well as less predictable factors 
such as strong world demand and political 
instability in China and South Korea, has 
helped to bolster the country's economy this 
year. Campaign activity before the 2 De- 
cember elections also may have contributed 
to growth by spurring domestic demand. 

Taiwan's overall trade in the first 10 
Months of the year increased 9% from a year 
earlier to US$99 billion. Some economists 
are predicting that Taiwan will surpass 
South Korea this year as the world's 12th- 
largest trading nation. Total trade could 
reach US$120 billion, compared with 
US$110 billion in 1988. 

Successful expansion moves by many 
Taiwan companies to Southeast Asia and 
China, where manufacturing costs are 
much lower, have buoyed exports. Shifts of 
investment capital into service-sector and 
high technology ventures have also im- 
proved overseas-sales figures. Such efforts, 
as well as price cutting to maintain market 
share, have helped companies handle their 
primary challenge in the past four years — a 
56% revaluation of the NT dollar. 

As a result, trade figures continue to 
favour Taiwan. The country’s trade surplus 
widened in the first 10 months of 1989 to 
US$11.7 billion from US$11.5 billion a year 
earlier. Exports in the period totalled 
US$55.4 billion, while imports amounted to 


US$43.7 billion. Economists had expected 
imports to make a stronger showing in the 
period because of tariff cuts and the stronger 
NT dollar, despite the fact that consumer 
products make up only a small portion of 
imports. But slower-moving industries re- 
quired less imported raw material. 
Nonetheless, Taiwan's index of forward- 
looking indicators declined in October for 
the seventh month in succession. Many 
companies are relying on non-operating in- 
come from stocks and real estate as competi- 
tion reduces profits. And while service-sector 


Further slowdown threatened 


Consumer prices and GNP growth, % 
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investment is up, manufacturing start-ups 
have slowed as the business community 
becomes more pessimistic about prospects. 
Company officials are complaining increas- 
ingly about labour militancy and shortages 
as well as rising business costs. 

Also worrisome is the poor profitability 
shown by showcase high technology and 
information industries. Two stars of the 
country’s push into high technology, Acer 
and Microtek, announced major downward 


SNH2 OSNIH 


revisions in earnings projections for 198€ 
after disappointing revenues failed to covei 
heavy expansion costs. 

In addition, high liquidity is continuing 
to create imbalances in the financial sector. 
With the central bank on the horns ofa stag: 
flation dilemma, local banks found them- 
selves lowering lending rates in November, 
even as inflation hit an eight-year peak at 
5.9% the month before. 

The central bank's credit squeeze in April 
has also resulted in slower money-supply 
growth, to less than 7% from around 3095. 
Liquidity eased somewhat during the year 
as the stable NT dollar encouraged Taiwan 
investors to put their money in offshore op- 
portunities. The country's foreign-exchange 
reserves have declined to below US$74 bil- 
lion from a high of around US$76 billion. 

The government took a break from press- 
ing controversial financial reforms in the 
weeks before the December elections. (On 
30 November, just before election day, the 
government did succumb to pressure from 
angry stock investors by announcing that 
it would introduce a lower-than-expected 
stock tax aimed at curbing market specula- 
tion.) 

Meanwhile, growth in gross fixed capital 
formation is forecast to decline this year to 
13% from 14.5% in 1988. The government's 
hopes for strong economic growth and a re- 
versing of the investment decline in 1990 are 
largely pinned to expectations it will be able 
to spend heavily on public infrastructure. 

Prime Minister Lee Huan announced in 
October that the fiscal 1991 budget will in- 
clude an 18.5% spending increase over the 
current budget to help stimulate domestic 
demand. Infrastructure projects are behind 
schedule because of difficulties acquiring 
land and labour. и Jonathan Moore 
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OVER 200 YEARS OF CAREFUL BREEDING 
PRODUCED THIS СНАМЕІЮ Я 





Every once ina while, a truly great faithful to the standards of quality set 
horse is born. A horse destined to become down by its founder, Thomas Hine 
a supreme champion on the racecourse | Since the eighteenth 
and to pass into legend. A Nijinsky or century, every drop of 











an Arkle,a Red Rum ог a Shirgar — superb те fine tines of the thoroughbred denote an impeccable pedigree. Hine cognac has been lo- 
animals who remain unchallenged in their lifetimes. | vingly matured under the watchful eye of 

But perfection does not come about by chance.Such опе man, the cellarmaster, whose senses 
a horse is the result of the careful breeding of the bluest аге his birthright and whose extraordinary 
of bloodlines that can be traced for generations. And from talents can be traced back through 
the day of its birth, the young horse will be lovingly six generations of the Hine family 


nurtured and cared for, meticulously shaped into a Hine X.O.— a thoroughbred champion 
champion. of maturity, delicacy and 

So it is with Hine X.O., the champion of fine finesse. A cognac of 
cognacs, the choice of connoisseurs. incomparable quality, 

WYA Established in the heart of the Cognac region to be savoured with 


of France in 1763, the house of Hine respect and infinite \ 





has remained unswervingly X pleasure. 
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eeeCOME THROUGH 
WITH FLYING COLORS 


The spirit of fair play, free com- 
petition and international co- 
operation has ever been our driving 
force, making us what we аге today. 
A US$15 billion enterprise with 
over 80 offices spanning the globe. 

We work in partnership with such 
firms as Honeywell, Siemens, Hitachi, 
and Caltex. Because we believe close 
cooperation breeds mutual success. 

If you'd like to join our team, you 
know where to find us. On the fast 


track to a better tomorrow. 
Lucky-Goldstar. 


Chemistry and resources 
eConsumer and industrial electronics 
e'[rade, finance and engineering 
ePublic services 


LUCK Y-GOLDSTAR 


IGI PR: Yoido РО. Box 699, Seoul, Korea. Phone (02) 785-5694 
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“ALTHOUGH 
WE DEAL 
ON 24 
STOCK EXCHANGES, 
TO US 
THERE IS ONLY 
ONE MARKET” 


DAVID BAND, 
CHIEF EXECUTIVE, 
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THE GLOBAL EQUITIES MARKET 
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It is no longer sufficient for in- 
vestment banks to offer issuer or 
investor clients advice purely on their 
domestic capital market. 

These days, after all, investors 
are focusing more and more on 
global sector trends. Not just at an 
individual country's investment 
potential. 

Thats why, at BZW, we have 
one of the world's largest teams of 
economic, fixed income and equity 
analysts. 

They provide the cross-border 
intelligence on 21 countries and 2000 
companies which backs up our ability 
to value and place securities, and 
support an after market in those 
securities, throughout the world. 

Whether it's bonds, swaps, other 
hybrid instruments or equities, we 
can now produce the right inter- 
national investment package for any 
client, anywhere in the world. 

Indeed, we now have the re- 
sources to help industry and business 
treat the world as one market. 

Just as we treat it as one invest- 
ment market. 

To find out how David Band's 
view of the investment market could 
help your business, send your 
business card to him at the address 
below. Or telephone us in Hong Kong 


on 5 8415123. 


ж ГНЕ INVESTMENT BANKING ARM OF THE BARCLAYS GROUP 


Barclays de Zoete Wedd, Ebbgate House, 
2 Swan Lane, London EC4R ЗТ. 


















| Finance Minister Pramual 
Sabhavasu's on-off capital gains 
tax is off again. The minister with- 


« hai 


drew his 23 November threat, 
еп 5% off the heated Sec- 
age of Thailand (SET) before 
tors decided he did not mean 
as the second time in as many 
i s that Pramual had taken the role, as 
the Thai press see it, of the market's biggest 
шы тш but Shroff doubts it will hap- 
. Next time no one will believe 


2 Pramual’s no-doubt well-intentioned im- 
pact on the market shows the susceptibility 
of the SET to the virulent “Taiwan disease": а 
market where.too much money is chasing 
too few shares, backed by loose credit and 
tales of successful manipulators doubling 
their money іп a few days. 

If Pramual’s musing can shape the SET's 
curve, then so can big local syndicates. The 
bull market that began 9 November and saw 
the index go from 704 to 792 on 21 Novem- 
ber, was initiated by heavy buying of prin- 
cipally Siam Cement (scc), the market's 
bluest chip, emanating from a small, secre- 
tive sub-broker named Chao Thai Securities. 
(In Thailand, а sub-broker has a broking li- 
cence but no seat on the exchange, so must 
trade through an exchange member.) 
<> Chao Thai investors drove up SCC, and 
its fellow cement issues, to get the whole 
lethargic market moving up. It took several 
days of ratchet-work, but moving SCC, 
which represents 20% of market capitalisa- 
tion, was by all appraisals a pretty slick way 
of igniting the rest. 

2 Thai has made its presence felt be- 
gh a similar operation in zinc 
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Ћао Thai’ s activities have паника іш: 


wns the brokerage. Some people think 
devious trickster who somehow es- 
wreckage of the broken up Mah 
group, which was run by his 

лег; Sirichai Bulakul, and for which Ma 
as the chief financial officer. From this they 
re him to be one of the more agile 
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Others, induding Ma himself, say this is 
guilt by association. Ma says he owns only 


about 20% of Chao’ Thai, with the rest held 
mostly by his family 





and out of his control. 
The handful. of. players at Chao Thai, Ma 


says, are not himself or his relatives, and he 
would gladly sell his share in the brokerage 
to prove the point. 


Both camps agree, however, that Ma, 
who is trusted by some of the most reputa- 
ble names in town as an investment partner, 

a shrewd exploiter of opportunities. So 
people follow him, and those who think he 
is behind Chao Thai follow what Chao Thai 
is doing. Ma insists he uses National Fi- 
nance as his main broker. 

How do people follow what Chao Thai is 
doing? Easy. Watch what brokers No. 33 
and No. 35 do. Lest you think a sub-broker 
cannot do much business, know that the 
two, Siam City Credit and Siam City Finance 


Follow the leader 
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and Securities respectively, rely heavily on 
turnover from Chao Thai. No. 33, espe- 
cially, counts on Chao Thai for more than 


half its turnover. 


Although the sister brokerages only 
gained their seats earlier this year, they have 
become the two busiest traders among the 
35 set brokers. In November, Мо. 33 scored 
a record trading turnover of Baht 14.3 billion 
(US$554.6 million), ahead of its sister No. 35 
at Baht 11.1 billion. 

Interestingly, too, neither of the Siam 
City pair has done much in the way of un- 
derwriting new shares. Underwriting draws 
local accounts because customers want a 
piece of new issues, which often double in 
value when first traded. There are all 
sorts of rumours as to how the two went 
about building their business. Some talk 
of special deals for special customers, but 
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their equity, especially а 25% stake to | 
investors, since 11 their P 


million, when 4. say even maki 
generous allowance for goodwill, 
cences, seat ane assets are Wo 


any eem of Eu sources say DOU 
ready to sell now if the price is right. 


So what can the SET dato slow the sp 
tive fervour? A couple of months ago, t 
usual fashion, the SET raised credit m 5. 
to 90% to discourage too much speculatio. 
The result, though, was actually a dange! 
ous increase in leveraged trading. Broker 
going after big customers would pay off se 
ers the day after a deal was made but colle 
from the buyers — perhaps the same cus 
tomer and the same parcel — at the end of. 
the regular three-day settlement period. | 

This amounted to free credit, and the | 
Bank of Thailand (the central bank) and the «|... 
SET were worried about what it could dotoa | — 
broker if the market fell sharply. A source) — 
close to Chao Thai suggested that if it was. 
doing this type of dealing, then it wisely foc | 
cused оп top counters 5СС and Padaen TE 
whose downside risk was minimal, 

On 1 December the 5ЕТ outlawed this | 
kind of trading. But there are all sorts of | 
other means to support customers and the 
brokerages will certainly keep ahead of the 
regulators i in this market. Setting the margli 
at, say, 60% might give brokers more flex 
bility in dealing with customers. | 

SET officials say the exchange is ун 
find ways to contain the pressure oi 
prices, still considered reasonable by re 
al standards. 

One possibility is to halt the ni 
funds coming into the market, espe 
the Mutual Fund Co. (МЕС). These 
been allowed to grow in line with ma 
capitalisation, but maybe their gt 
should be slowed down. More punte 
ing in, more foreigners buyin: 
local board shares, and MEC 
local board shares, means that sha 
ity is decreasing. If the exchange са 
enough new listings to increase: 
then perhaps it could wor 
side. Otherwise SCC wi 
nial lever for jacking up 
Pramual for getting it dov 
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By Jonathan Moorei in Taipei 


оп unprecedented jumble of regulat- 
| ory indecision, political manoeuvring 

Mand market manipulation merged 
ith general stockmarket weakness to give 
the always-lively Taipei bourse one of its 
nost dramatic episodes yet in the week sur- 
rounding 2 December's elections. 

22 The upshot, analysts believe, is that the 
- market will probably consolidate for the next 
couple of months. Stock holdings are usu- 
_ally run down before Chinese New Year, to 
= raise cash to clear debts. Furthermore, there 
‚а net outflow of capital from Taiwan for 
the first time in four years, and the high 
_ money-supply growth that has underpin- 
е the stockmarket's boom over the past 
_ three years has shrunk to below 6%. 

222 Тһе problem facing the ruling Kuomin- 
tang (KMT) was that while Finance Minister 
. Shirley Kuo was keen to curb the rampant 
_ speculation on the Taipei bourse, this had to 
be achieved without alienating the 
millions of small investors it was try- 
ing tó woo at the polls. 

222: The election raised the stakes for 
-both the KMT and investors, and 

.. the subsequent power struggle and 
. . wrangling critically unbalanced the 
. market. 

а In the pre-election jitters, both the 
-> KMT and the market's smaller invest- 
ors were trying to outguess each 

. other. The result confounded all ex- 

pectations — the high-flying index 
Slewed from record slump to record 
.. recovery, before plummeting in the 
_ days before polling. The market's 
performance probably realised one of 
the KMT's worst election fears. 
Even the election failed to calm 
the market — the KMT's surprisingly 
poor showing in the polls extended 
the downturn. Analysts said vio- 
lence in Tainan over alleged vote 
fraud added to the pessimism. But they said 
hat the market had probably not yet fully 
absorbed the election returns. 
-In the four days before polling, the mar- 
-ket dropped from 9,588.07 to 8,931.28. This 
‚репой included a record drop on 28 Novem- 
-ber of 548 points, followed by a record rise of 
590 points the next day. From 29 Novem- 
ber's high point of 9,630.28, it tumbled to a 
lose on 6 December of 8,283.56, 

` The market's pre-election gyrations os- 
tensibly turned on two events. The first was 
27 November's rumour that a major trader 
ras going to default on settlement of a large 
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Pre-election manoeuvring unsettles 7 (ирег market 


igh- stakes shakeout 


block of trades. The story revived bad 
memories of a similar incident in December 
1987 that tumbled the market into a four-day 
crash. The next day, Tuesday 28 December, 
the index plunged a record 548 points, to 
9,040.09. 

The other key issue was the political 
wrangling between the KMT and investors 
over a proposed tax on stock transactions. 
The tax — brainchild of Kuo — was de- 
signed to replace the current capital gains tax 
and to be levied on both sales and purchases 
at a rate of 1.5-2%. The intention was to 
make it less attractive to buy stock merely for 
quick profits and thus cool the overheated 
market. 

The proposal was nothing new. But in 
the wake of Tuesday’s slump, it assumed a 
new importance, because angry investors 
now threatened to wreak vengeance on the 
KMT at the polls unless the authorities made 
the concessions on the tax. Market mani- 
pulators were also said to have encouraged 
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uo wrestling with the runaway market. 


the downturn in order to put pressure on 
the government over the tax. 

The KMT responded to the pressure on 
the evening of 28 November by leaking the 
news = the new tax would be levied at 
only 0.6%, just over a third the proposed 
1.5% level. The dreaded tax having lost its 
teeth, the market roared back the next day, 
rocketing 590 points. 

Although the new tax will be increased 
from the current 0.15% rate, analysts said 
the new level is probably not high enough to 
get in the way of making quick profits. They 
expect the tax will be further watered down 





/ the time it is ap- 


E 





oved by parliament. 

"The higher tax would reduce the trad- 
ing willingness of the investor," said 
Dickson Ho, an analyst with W. I. Carr 
(Taiwan) Ltd. "Investors are now expecting 
0.5% from the [parliament]. They think this 
is acceptable." 

The irony of the Kurs stock tax flip-flop 
was that the tax was not really the primary 
target of investors’ fury. Rather, investors’ 
expectations had been built up by a contro- 
versial KMT newspaper advertisement 
which promised a long bull run in return for 
voters’ support. The real reason for all the 
anger, analysts said, was the absence of the 

“promised” pre-election market rally. 

There was other market-boosting news 
on 29 November: the trader reportedly in 
danger of defaulting had found the cash to 
pay for her stock. In addition, underground 
margin lenders and investment houses took 
the opportunity to cover their short posi- 
tions at the lower prices. 

Underpinning the week's events was.a 
general pre-election uncertainty about gov- 
ernment policy, analysts said. While many 
smaller investors were buying in for the pre- 
election rally, larger players had sold and 
were sitting on the sidelines until after the 
elections (REVIEW, 7 Dec.). Brokers sources 
said this weakness was apparent even dur- 

ing Wednesday's uptum from the 
large size of sellorders, which indicat- 
ed that institutions and large players 
were selling shares into the rally. 

The roller-coaster events of 28-29 
November clearly unnerved smaller 
investors who had raised their cash 
positions to wait out the election un- 
certainty. The result was the market's 
final plunge before the voting. 

The cabinet formally announced 
the 0.6% tax rate on 30 November, 
but with the short trades played 
out and the effect of the stock tax 
news already absorbed, there was 
nothing to keep t he market from 
sinking in the last two days. before 
the election. -= 

^When the rally wasn't Mere; it 
just made sense to be out of the mar- 
р til after the election,” said a 
















ы he transaction tax became a no- 
win situation for the government because 
by waffling on the issue; it appeared weak 
and indecisive just days before a critical. 
vote, analysts said. And while it was impos- 
sible to know how many votes the KMT 
might have lost due to the week's market 
news, the market gained no buoyancy from 
the event, 

On4 December, the market registered an 
initial reaction to the KMT's election upset by 
dropping a further 265 points. On 5 De- 





cember it barely moved. But on 6 Decem- 


ber, it plummeted again, dropping 417.59 
points. | Е 
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COMPANIES 


Bank creditors move in for the kill 








By Janine Per Janine Perrett i in Sydney 


L ike a punch-drunk boxer refusing 





to quit, Australian beer and media 

baron Alan Bond is still lurching from 
crisis to crisis, apparently unable to solve his 
mounting debt problems. Observers said it 
seemed to be just a matter of time before 
Bond’s business empire finally collapsed. 

A bruising 13-hour meeting of creditors 
in Melbourne on 5 December was taken as 
the strongest sign yet that a receiver was 
being considered for Bond's interests. 

The senior bankers to Bond Corp. sub- 
sidiary Bond Brewing — including Hong- 
kong and Shanghai Banking Corp., Stand- 
ard Chartered, National Australia Bank, To- 
ronto Dominion, the First National Bank of 
Boston, the State Bank of New South Wales 
and Pittsburgh National — met in the 
marathon session to decide whether to wind 
up the beer arm. 

The talks continued on 6 December 
when lenders learned that Bond Brewing 
had missed its half yearly interest payment 
of US$42.6 million on a US$510 million issue 
of subordinated debentures. 

If the receivers are called in at Bond 
Brewing, then other group companies are 
likely to suffer the same fate because of 
cross-default provisions in group borrow- 
ings. 

The meeting of bankers came as Bond's 
financial crisis, which has been dragging on 


bond on the ropes | 


throughout most of this year, 
reached a new flashpoint 
on 1 December when a 
two-pronged attack оп 
his key brewing and media 
arms sent Bond Corp.'s 
share price plummeting to 
a mere 12 A cents (9 US 
cents). 

Australian entrepreneur 
Kerry Packer, who sold the 
Channel Nine television net- 
work to Bond in 1987 for A$1 
billion and is still owed 
A$200 million from the deal, 
launched a concerted effort 
to recover his money with a 
takeover bid for Bond Media. 
Packer has offered 10 A cents a share or a 
mere A$53 million to regain control of the 
network. 

As the Bond share price attempted to re- 
cover from its near fatal level of 12 A cents, 
Packer intensified his attack with a media 
blitz in which he declared that Bond was 
about to collapse. “I believe he [Bond] has 
got to the final post and I don’t think he is 
any longer capable of solving these prob- 
lems,” said Packer. 

This verbal onslaught came as Bond 
Media officials flew to the US in a last-ditch 
attempt to raise A$200 million in cash for the 
debt-laden company. Executives were still 
hopeful of selling enough shares through a 





AVIATION 


Citic seeks big stake in Hongkong's Dragonair 


Instant 1 insurance 


By Michael Westlake in Hongkong 


ny doubts about whether tiny, 
struggling four-year-old Hongkong 
Dragon Airlines (Dragonair) has a fu- 
ture seem to have been resolved with the 29 
November confirmation that China Interna- 
tional Trust and Investment Corp. (Citic), 
China's official overseas-investment arm, is 
negotiating to buy into the company. The 
only remaining doubt is the scale and shape 
of that future. 
The statement from Citic, which already 
owns 12.5% of Hongkong's far larger and 
older Cathay Pacific Airways, also men- 
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tioned the prospect of cooperation between 
the two airlines. The carriers have been con- 
stantly at loggerheads over route applica- 
tions because of the Hongkong Govern- 
ment's policy of generally awarding each 
route to only one local airline to avoid un- 
economic overlap. 

But while what is in effect a stamp of 
approval from Citic and the prospect of 
cooperation — perhaps in the form of link- 
ing schedules — gives a strong boost to 
Dragonair, industry observers find it dif- 
ficult to see any benefit to Cathay in such 
new arrangements. 

Also, a Citic official’s comments about 
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new issue to US broadcasting companies to 
fend off the hostile bid by Australia's richest 
man. 

Meanwhile on the brewing front, Bond 
appeared to have made some concessions 
on another subsidiary Bell Resources, with 
the news that he had agreed to allow John 
Spalvins' Adelaide Steamship group to take 
control of the Bell board. 
Spalvins, a highly frustrated 
19.9% shareholder in Bell, 
appeared to be trying to give 
the company a last chance 
before the receivers moved 
in. 

The key to the future of 
Bell, and probably the whole 
Bond empire, will be the next 
deadline in his desperate 
plan to sell his Australian 
brewing interests into Bell 
and on to New Zealand bre- 
wer Lion Nathan. As Bond 
has missed five self-imposed 
deadlines to finalise the deal, 
few are hopeful that the 
latest опе willbe met. ж” 

In other developments adding to the 
pressure on Bond, Moodys Investors Ser- 
vice, the influential US credit-rating agency, 
downgraded US$510 million of debt sec- 
urities issued by Bond Brewing after its fail- 
ure to meet an interest payment deadline; 
and Bond Corp. tabled another offer to buy 
the West Australian Government Insurance 
Commission's 2075 holding in its Bell Group 
subsidiary which is the subject of a poten- 
tially costly indemnity pact. 

There was some rare good news on 6 De- 
cember when Bond Corp.'s share price 
jumped back to over 20 A cents. But it looks 
increasingly as though Bond is just dancing 
around the ring, ignoring the bell. 3 


SINUL TVIONYNI4 


China allegedly disapproving of Hong- 
kong’s so-called one-route, one-airline po- 
licy have led to speculation that Citic may be 
exerting pressure to have that policy 
changed. While a role for Citic as an “honest 
broker” for everyone’s benefit would pre- 
sumably be welcomed, it has the potential 
for being seen as unwarranted interference 
in Hongkong’s affairs during the run-up to 
the 1997 handover of sovereignty to China. 

The announcement came from Citic vice- 
president Wang Jun and set to rest rumours 
that had emerged following the mid-Nov- 
ember sale of 37.8% of Dragonair by ship- 
ping magnate Sir Yue-kong Рао/5 family in- 
terests to Ronald K. Y. Chao, son of textile 
tycoon and Dragonair founder Chao 
Kuang-piu (REVIEW, 16 Моу.). 

No details of the proposed new deal 
were available, though industry observers 
say it will be completed by late December. 
They expect Citic will buy up all or part of 
the remaining 35.67% of Dragonair not 
held by Ronald Chao. This is thought to 
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_ mainland bodies including the Bank 


AFFAIRS 
comprise about a 25% holding by 
Hongkong and Macau International 
Investments, a grouping of official 


of China, and individual holdings by 
Hongkong businessmen amounting 
to about 10%. 

In the absence of information, 
speculation has ranged from Cathay 
taking over Dragonair at Citic's be- 
hest to Cathay having to hand over 
some of its routes to enable Dragonair 
to make a profit. Neither possibility 
seems likely, and any form of equity 
participation in Dragonair by Cathay 
seems fraught with complications over po- 
tential conflicts of interest. 

Apart from bad relations between the 
two airlines, which could improve with the 
change of ownership and control of 
Dragonair, there have been long and loud 
arguments between China, Britain and 
Hongkong on air services between Hong- 
kong and the mainland (REVIEW, 23 Feb.). 

Cathay operates scheduled services to 
Peking and Shanghai, while Dragonair — in 








the absence of formal Sino-British traffic 
rights for it — operates charters to many 
Chinese destinations, limiting its ability to 
sell to the public and placing restrictions on 
its schedules. The Civil Aviation Adminis- 
tration of China (CAAC) has since 1979 built 
up a roughly eight-to-one advantage in 
Hongkong-China services compared with 
Hongkong's carriers and has been obstruc- 
tive in air-services negotiations. 

But if Citic, which like CAAC reports di- 





COMMODITIES 


Coffee growers make little headway on export quotas 


Crisis grinds on 





Ву Adam Schwarz іп Jakarta | 








closer to securing an increase in their 

coffee export quotas after the failure in 
Bali of the last of three international regional 
meetings held to discuss a new international 
export quota system. 

And coffee prices, which have fallen to 
14-year lows of around 80 US cents a Ib after 
averaging around US$1.30 in the previous 
year, are likely to remain weak for at least 
the coming year. 

The collapse of coffee prices stems from a 
decision taken in July, when the 74-nation 
International Coffee Organisation (ICO) sus- 
pended its quota system for two years after 
producers and consumers were unable to 
agree on new allocations. Smaller coffee pro- 
ducers, many of which rely on coffee ex- 
ports for foreign exchange, have been 
clamouring for a new agreement. 

The Asian-Pacific meeting in Bali which 
included representatives from ICO mem- 
bers Indonesia, Thailand, Papua New 
Guinea, India and Sri Lanka, and поп-ІСО 
members Malaysia, Vietnam and Laos, was 
the last in a series of regional meetings held 
to discuss the situation. African and Latin 


[~ coffee producers are по 


— . American coffee producers held their own 


meetings in late November in Kampala, 


. Uganda and San Jose, Costa Rica. Those 


` 116 


meetings concluded with a call to ICO mem- 


. bers to cooperate on a new quota agree- 


ment. But an ICO board meeting scheduled 
for next year is not now expected to make 
substantial headway.” 

Indonesia, which has accused the Lon- 
don-based ICO of discriminating against 
Asian producers, was one of the most vocal 
opponents of extending the quota system 
when the ICO met in July. Although the 
world’s third-largest coffee producer, In- 
donesia’s 5.2% quota trailed far behind 
those of Brazil and Colombia, the two 
largest producers. 

After quotas were suspended, Indonesia 
encouraged its growers to export all they 
could to strengthen the country’s bargaining 
position in future quota talks (REVIEW, 
10 Aug.) For the year ending 30 Sep- 
tember, Indonesia exported a record 
374,994 tonnes, 39% more than the year 
before. | 

Dharyono Kertosastro, chairman of the 
Indonesia Coffee Exporters Association, 
said Indonesia was prepared to give up 
earnings in exchange for a “more objective" 
quota system. He said Indonesia's produc- 
tion costs were among the lowest in the 
world at US$0.95-1 a kg and that the country 
could withstand several years of sub-stand- 
ard earnings. 

Indonesia has been able to export more 
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rectly to China's ruling State Council, 
has a direct commercial interest in 
Cathay and Dragonair, observers 
speculate that the company might 
be able to persuade Chinese officials 
that its foreign-exchange produc- 
ing investments are of more bene- 
fit to China than СААС self-in- 
terest. 

If so, then Sino-British aviation 
talks in London in mid-December 
may produce an official designation 


NE xs ЖЕ for Dragonair, enabling it to switch 
Dragonair takes on board mainland China investor. 


from charter to scheduled services. 
This would give Dragonair far more 
flexibility in aircraft utilisation and in 
marketing its services as well as offering the 
airline the prospect of being able to work 
with Cathay to feed traffic to and from each 
other's flights. 

Meanwhile, Dragonair's new board has 
given clearance for such forward-looking 
items as the purchase of long-lead-time 
spares for 180-seat, twin-engined Boeing 
757s intended to join its present fleet of four 
smaller 737s in the next two years. ui 


than its ICO-permitted 160,000 tonnes a year 
by selling to non-ICO members such as 
China, Algeria and South Korea. Trade 
Minister Arifin Siregar said in November 
that Indonesia was ready to discuss new 
quotas but would not be interested in any ar- 
rangement which forced it to give up mar- 
kets in non-ICO countries. 

The fate of the ICO now lies with Brazil, 
which with a 30.676 share of global export 
quotas under the old ICO pact, dominates 
the industry. Like Indonesia, Brazil has in- 
creased exports since July and has shown no 
interest in relinquishing its market share. 

Traders say the ІСО has little chance of re- 
surrecting the old quota system which allo- 
cated coffee from ICO producer countries to 
ICO consumer countries but did not prevent 
sales to non-member nations. What may de- 
velop, they say, is a universal quota system 
which would incorporate all producer and 
consumer countries. 

While the world's major producers battle 
for market share, smaller producers are 
looking for ways to bring a measure of stabil- 
ity back into the industry. Costa Rica Trade 
Minister Luis Diego Escalante said in Bali 
that Central American growers would meet 
soon to figure out how to hold back at least 
part of their next crop. One proposal already 
being discussed is to use US$150 million 
from the Central American Development 
Bank in the form of low interest loans for 
farmers in exchange for holding 10% of the 
upcoming crop off the market. 

The US, which had opposed the earlier 
quota arrangement, is now thought to 
favour a new pact. President George Bush 
said a return to quotas would help Colombia 
bolster its foreign-currency reserves while it 
battles against cocaine warlords. = 
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Bank branch hit 

bad loans 

| People's Bank of China branch іп 
_ Guangdong province's Dianbei county has 
- incurred losses of Rmb 87 million (US$23.5 
` million) because of fraudulent loans. 

in аа um pon а and an associate 





taken ; against officials o a Maoming 
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бо Polymer plans 

_ expansion in Asia 

singapore Polymer Corp. (SPC), the 

. largest manufacturer of plastics in 

E Singapore, i is planning to invest US$15 

_ million in three new plants in Malaysia, 
Thailand and Indonesia. The plants will be 
"engaged in converting PVC resin to 
compounds. SPC is a joint-venture between 


_ Norwegian Government-controlled Norsk 
< Hydro and DBS Bank of Singapore. 


Japan Government offers 

plan to ease tax opposition 

> Food prices in Japan could fall 1.5-2% if 
_ the government approves à plan to exempt 
_ fresh food at the retail level from the new 

- 3% consumption tax. The proposal is part of 
A package designed to reduce opposition to 
е tax. Also included in the package, which 
` would cost the government ¥1.28 trillion 

_ (US$8.92 billion) annually, are exemptions 
| for rent and tuition fees. 














South Korea to raise 
-imported beef prices — . 
· > The South Korean Government said it 
_ -would raise wholesale prices of imported 
Ву 6%. South Korean pig farmers 

that pork prices, which have 

yo one-third in the ed "three 
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ew deas has won a reprieve after he 
vernment and CRA agreed to a US$44.5 
llion line of credit for the operating 








company, Bougainville Copper Ltd. The 
loan is to help cover the USS5.8 million it 
costs each month to keep the mine, which 
has been shut down by militant landowners 
since May and is close to being mothballed, 
in a state of readiness for production. 
Prospects for an early settlement between 
the government and the landowners are 
slim, according to analysts. 


Cash raising intensifies 

on Singapore's bourse 

> A spate of cash-raising exercises is under 
way in Singapore's stockmarket. United 
Engineers Land is raising 5$82.3 million 
(/5542.4 million) in a one-for-two rights 
issue, while Jack Chia-MPH has announced 
a S$72.6 million offer of five-year unsecured 
convertible bonds and Malayan Credit is 
planning for a 5$92 million one-for-five 
rights issue with detachable TSRs. Further, 
shipping company Hai Sun Hup’s initial 
public offer, valued at 5$57.2 million, has 
been 99 times oversubscribed. 
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Business indicators 





South Korea to announce 
plan to bolster economy 


> The South Korean Government is 
formulating new measures to stimulate the 
economy, according to Cho Soon, deputy 
premier and economic planning minister. 
The government will announce the package 
in late December i in a bid to “reinvigorate 
the economy,” he said, despite measures 
announced 14 November that included a 

% cut in interest rates to 77» and a 
Won1 trillion (US$1.49 billion) loan for 

investment by export industries and for 
development of new technologies. Cho said 
the economy could improve in the second 
half of 1990 if Koreans refrained from 
making excessive demands on the 
government and if industrialists improved 
productivity, 
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Seoul carmakers 
hit by labour strife 
> South Korea's car makers have. 
by a wave of labour disputes. Kia 
Co. employees voted on 4 Decemt 
strike because this year's agreed oor 
increases were lower than at rival 
companies. The same day, unionist: 
Daewoo Motor Co. indefinitely £ 
a production line in protest agairist the. 
transfer of workers from Daewoo 
Shipbuilding & Heavy Machinery to tf 
carmaker. Hyundai с orp., the cour 
largest carmaker, has not been hit in the 
recent unrest. 














































Nomura Securities forms 
Jakarta joint venture 
> Nomura Securities Co., the world’s 
largest securities house, plans toopen a. 
joint-venture company, Nomura Indone 
early next year in Jakarta. Nomura willow 
70% of the company, and three Indonesian: 
companies will each hold 10%. The local 
partners are Astra International Inc, and 
two business groups headed by Sofvan 
Wanandi and Jan Darmadi. 


Taiwan increases budget 
to meet new expenses 
> The Taiwan Government is increasing its 
budget for the vear ending 31 June by 
NTS$12.2 billion (1755467 million), or 1.895, 
to NT$692.7 billion. Additional funds are 
needed to meet larger year-end bonuses for. 
government employees and such expenses 
as premiums for farmers’ health insurance. 
and the costs of reconstruction projects in 
the wake of Typhoon Sarah in September. 
The money will come from sales of stock in. 
three banks the government wants to 
privatise, 


Japan is producing. 
consuming more steel 
> Japan is producing more steel. and 
consuming more of it at home while 
exporting less, according to the ORCE 
Japanese steel production rose 27% 
million tonnes in the first nine months 

1989. Imports declined to 3.3 million ton 





PAT t9 lease berths 
at Laem Chabang port. 
> The Port Authority of Th 
lease to private operators foi 
Laem Chabang port schec 
1991. The agency has alsc 
go-ahead to seven shi 
bid for 12-year бета 
at the new port. 














Commodities | | 5 | NE u | | 2 а Bond yields (%) i 


Last sale to 4 Dec. | Latest Бөлен week 3 months a ago Year ayo ти! of frepreseniative tim 8 а! e issues 







































жю ш Wo айз occ MERE 





oo -Antemalional.-.—---3-bysatst- 
DOTT Tapas 





В O 
р ts ee |: 





> | аи оо “ast a eae 
ee ас Е камы. 
о ИЦ BT = tntemational = SS yeast 7583 
| Seats: E ОЉА 

EB MB A BR CC ТАШ э ле хо ee 

Oc Om с? Domestic ШОК years 7 
23900... 3000... 300.300. 0-0 елаша - созбу. 
Ee cov EG yeast: 





р oe А 22222 ее ИЯ 
ео Е о AGA Rx o OM im ee pe SRO ое 
ОЮ 43250. 7^ — 40750 BOO RRB E MER o mue ae 








— Singapore 9) - 


































E ве Chicago (6) Du | SECON НАЕ PRA Lou сенен SN А ке MN CUR е URN FE NN 
“Cuneat delivery (Dec). суулуу... 284,40 De: T 23440. BB CCE | 22.2... 
a 0... Т АЕ інге dent 0 2 М 

Bangkok (7)... ЕК en oed лава нет ие ТМ A cee at 
| 30000 A 232000 NE 360.00 MAE 305 00 р онаа. | 1140 и 45 





iir oT MARO e у ~ i а. dunt 
UE OP c 58660. SABO. 76860 -NZ$ E сн г ree | о 
ИУ se НЕ al ee | | P Domestic о ува RYA 12.30 TIE | 
uu uan. Des : о 221208 12.46 1319 
oo 5 | i | natal а EAS VA MM 12 | 134 | 
ы | fe ti | к ч ж күзбен рс ИРИНА еее к Вы уыл K % ri 
e New York) — uS e ph | а MI а А ks е eee a s m SN эрлер: RA 
^ - 4401 72.01 - 8650. 125 40 LEE ‘Bish EE Vi apt 618 
А. Е | VERTS ы MN PO vest NAA е . $35 605 
Sumatra fight Tonya (10) 2 17:80. > 1780 1680 comme 0o BEI 


е "Londen (10) 21880 — 1890 — 1705.-450 ES : : ) | 7 ums 5. z = re о 2 





ӨШ? г USS ance. (3)US¢-aib ам M$ atonne (8) e260 iv buses (6056 a56 Ib bushel. 222 en и 
-. BUSS alone. (6) PSS. Маң; 10) 85a 100k. (I0)USSabarel (11) BWD, Chiagong/Mongla USS alone | Mio Boerne 12. танае 










Hongkong india Indonesia Malaysia С 
и DA. Б cem Келен ык «we? озаты лык Du aM. LE Жз MCN A 
1968 nae zn Mb О ласа COS ae TD панк о ан e s 

ternational Reserves | erem И буа, 

mo ЗЫ (Sept). ІЗ e aN [1 


MULA ІЗ qe n " СЕТ " Қым 
















| правим 













US$! 046 ап Маг). = 0553. во эле}: аи ST где "ames вп} 
USO B2 н ЕН Вав esi 

















M we 


ње 5 TIE 5s = E Ву oco 
қ пад. 


224302 ы се [р 
еи 












nt өте Uum чре = 
ME pene Nol = "29. me 






709839109) —  US86O 







si Маг 78- ыш og 












2 dris 1988—100-- О ва бира B= 1002 960-100 — — 
ИВА) Uuly) .. 132. Û (Aug. Del). 19.67 (Nov -1 

Vy v s e E ec £198 f Еее ес 
ӘСЕТ +102 







Bos 47,601 Gune 








urrencies | Effective exchange rates ~ 










isst Worth Ba Banknote гав" онаа пі. | Spotratet Previous weekt 3 months agot Year agot Five Year Currenty 
dnd а | леа В ОИК “жоры | 
с та та 200- 
064 Ови 










M E um eae 


| — Я. 2678. дм 

E CE LC 
= TBT е 
E 6813. v 






















4,4000 2140-5 PREBI AAR 
TOES — — 085 — -- ^ 
2002348 .-0000-—- --990Ь2 2288-220 
LU1985. 7722498. ОТЕ ЕТ T. СҮ 
$8600 600 8837 6080 
OBO RETR. BT 

















Monthly/Weekly Summary 


2005 o 


= jf iiec s | 

eram JSR “Dong 330000 € E as E a 1407. | ‚ Таап _ * d E Enns 
—SpRt--LSS1. 28047. ECUT--US8111426- FS MS -389 gre -HKS12244-— | ее T. We m га же же | сез 

C кайнап Japan 31420335. Hongkong HKS7 8135 Singapore 561 9488 ee E 1205 | 2 


i Paro rate. -Source Telerate for spot and forward rates trom Asian money markets, Republic National Bank of New York and | u 
Hongkong Bank for banknote selling rates on the Hongkong markel and Deak Intemational Ltd for official rates... 













New Zealand B Korea 









Interest rates (%) 


пыт Prime 1-year treasury interbank Interbank Interbank | Eurocurrency and Asian currency ae: a à 
| RUM lending кенінде 1month} 3monthst 6monthst unit deposit іні 7 i Е ie МЕ 
bello RA ЖЕКЕЛЕ i | ЗАО ЧО: 
аши eR as ЖУЛ ES 

ki "m miras 1500 FS 50 RT. month months months months 
2250 : 1575 1700 465 №... 80...83. 80005. ВЮ... 

i ا‎ o 7630 = 675 608758. 0585. Stenting 15062 15125 1500 — 148875 
ee oom 505... 646: бй Yen... 6685. 65625 65625 650 120- tmi 
тенше 72402222105 22. | singapore ^ 
= m 18.5625 —1868/5- . 19125. Swiss Ft 7875 1875 7.875 7.15 иде ~ Т 
е, E E NN ME 0 e 
BMD oom somos Ae 46875-1650 > 1680 165625 80- 
77878776685 845. 8185 C$ 12305 12180 1075. нав 
Source: Telerale > 





Five Year Currency 
















` Philippines | Singapore South Korea Taiwan Thailand 
















eidem t rise пума тета roa aval 


diues Е | т end 


x c = Й 


S is си Gel) 
с: [y Ж. 








г) M 4o (Ng. ony "USD вава КҮЗЕТІ 76 (Ag: ses ms 160 Feb арх ) Е 
580456 19р Lo 630.340... 055420. US$ 58b... -— 
237 БЕСІ oe 6059300 — А FURR ге ИЕ И ТЮ... 








ЕТСІН m Iud | Ба p рвав с m Sib 
АЕ. s HETE о А 


ae т 128 ae oe 25412. | p MS Би MO USERS с. 





ЖЕСІ 
+84 


2 1545. T) E ELM c IIS 
MONEO d 


b er M +1. i 













an a p I т 208 7 (May ЙС 


5 эле 82 May = 059% 
. гс» ЊЕ +08 


Weighted for 1987 trade with i 
and балада and 14 £ shins: 
Figures ate for the week ended + December 


Won5342(BepL) 22 МБ ВН бер)... BORON 0-2 
Bu uui ct uM И 





Е E N 752 4. и аси 


FAR EASTERN ECONOMIC REVIEW 







ж. | 
Г РМАМТ A SO RN OJ 





The market ended a seven-day winning 
streak on 1 Dec., but rose strongly on the 
final two days of the period as the success 
of the US-Soviet Malta summit boosted 
confidence. Turnover averaged 1.285b 
shares — the highest since April. 
Ishikawajima-Harima rose from ¥1,440 
(US$10.03) to ¥ 1,570. Marubeni rose #50 
to ¥1,050. 


Signs of life were scarce, with only two 
brief attempted rallies. The first abortive 
surge was based on the unjustified belief 
that capital would fly to Hongkong from 
the troubled Philippines. The second was 
in pale imitation of Wall Street. Hongkong 
Bank slipped 5 HK cents to HK$6.95. Daily 
volume averaged only 360m shares, 
worth HK$607m (Us$77.92m). 


The index rose slightly, with marine 
stocks surging on mid-period news that 
local shipping companies had secured 
major Soviet repair deals, Jurong 
Shipyard surged 90 5 cents to end at 
597.70 while Keppel Corp. leaped 405 
cents to $6.35. Average daily turnover 
fell 11% to 62.35m shares, worth 
$$135.15m (Us$69.38m). 


The construction sector led the market 
higher on news that the government has 
asked United Engineers (UE) to prepare a 
proposal for the private construction and 
operation of a second road link with 
singapore. UE jumped M$1.90 to M$13.50. 
Average daily turnover rose 4.17% to 
65.00m shares, worth M$134.24m 

(US$49. 63m). 


The market recovered about half of the 
previous week's losses before it turned 
cautious, owing to rising short-term 
interest rates, and moves by the sET to 
instil discipline among brokers. Turnover 
fell slightly to average Baht 2.2b 
(US$85.27m) daily. Berli Jucker was Baht 
104 higher at Baht 553, and Thai Military 
Bank rose Baht 34 to Baht 332. 


The exchanges closed on 1 Dec., with the 
area around the Makati Stock Exchange 
becoming a free-fire zone between 
government troops and mutineers. 
Before the closure, the market was 
reacting badly to an impending increase 
in petroleum prices. Brokers are bracing 
for a plunge once the market reopens — 
prices fell 45% after a 1987 coup bid. 
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The market t traded i in a narrow range, 
ending slightly lower. Stocks fell at the. 
end of the period as rumours that the 
government would cut interest rates and. 
widen the discount on rights issues and ` 
proved unfounded. Turnover averaged. . 
8.4m shares а day, worth Won 1916 ^ 
(Us$285m). Paper stocks fell 5.9% and 
transportation stocks were down 3.7%. 


The market had a record gain on: 29 Nov. 
on the rumour the government would 
announce a lower stock tax. But this failed 
to overpower election jitters and the index | 
fell 10% in the next three days. Turnover | 
averaged NT$96.7b (Us$3.7b) a day, Ve == 
Wong Foods fell NT$21 to NT$103, while 
China Petrochemical NT$20.5 to 
№1$115. 


The prospect of interest rates easing in the 
New Year pushed the market toa 
four-week high. Bit investors remained 
cautious, with turnover totalling only 
539.21 shares worth A$1.05b (Us$820m). 
Futures arbitrage aided the rally, as did - 
strong money markets. Westpac rose 48 A 
cents to A$5.68, while BHP gained 56 A 
cents to A$9.24. 


The market traded in a narrow range all 
week. The major focus of interest was the 
listing of a new television broadcaster, 
ТУЗ, whose shares slipped to N2$2.45 
from an issue price of NZ7$2.50. Market 
leader Fletcher Challenge gained 9 Nz | 
cents to finish at NZ$4.34. Volume totalled 
39.28m shares worth NZ$62.66m 
(US$36.85m). 


Share prices rose sharply as the market 
cheered the election of V. P. Singh as 
prime minister. Singh was a liberal 
finance minister under Rajiv Gandhi's 
previous administration, and brokers 


expect him to adopt pro-market policies. 


Tisco gained Rs 11 to Rs 115, but Reliance 
fell Rs 3 to Rs 72. Turnover totalled about 
Rs 500m (US$29.4m) 


Investors were watching for signs of 
interest rate movements, so the Dow 
Jones Industrial Average rose despite 
repeated profit-taking, as bond markets 
remained strong. In particular, the 


utilities counters hit record levels. 
Technology-based counters were also 


strong, but the consumer and financial 
sectors attracted profit-takers. Е. 
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From the publisher of The Wall Street Journal 
and the Far Eastern Economic Review. 








Asia Technology. 
Now on sale at 
your newsstands. 
Its a brand new 
monthly magazine 

designed to bring 

you the latest news 
of the latest techno- 
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When there’s talk of automa- 
tion, then Geamatics AEG’s open 
automation system - springs to 
mind. 


GeA matics 





Geamatics does far more than 
simply automate processes - 
it optimizes man-machine commu- 
nication. It encompasses efficient 
drives, Modicon programmable 
and тойоп controllers, апа 
Modcomp real-time computers - 
all vital components for auto- 
mation systems and turnkey proj- 
ects in every sector of industry: 


manufacturing; mining; steel pro- 


duction; printing; processing of 
chemicals, pulp, paper, food, and 
beverages; as well as building 
and airport operations; power 
distribution systems; and environ- 
mental protection. 

Modicon’s world-beating PLC 
families -the A and 984 – offer com- 
prehensive solutions for myriads 
of applications: from blast furnace 
controls in China and Korea, to 
the baggage handling system at 
Hong Kong airport, to emergency 
shutdown systems on oil drilling 
platforms in Malaysia and Indo- 
nesia. 

Want to know more? Please 
contact us and we'll show you 


Put your ducks in a row 
in one millisecond 


that 
applications under control is as 


getting your high-speed 
easy as duck soup! 

AEG Pte. Ltd. · 18 New Industrial 
Road 04-00 - Ventek 
Building - Singapore 1953 - Tel 
(0 65) 2 86-54 54 

Headquarters: AEG Aktiengesell- 
schaft Theodor-Stern-Kai 1 
D-6000 Frankfurt 70 West 
Germany 
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` HEAD OF AMNESTY INTERNATIONAL'S 
LEGAL AND INTERGOVERNMENTAL 

ORGANIZATIONS OFFICE 

£17,206 p.a. 


The Head of Amnesty International's (Al's) Legal and Intergovernmental Organizations 100) Office, 
based at the international Secretariat in London, manages 14 staff including three Legal Advisers, a 
Coordinator of IGO work, and representatives at the United Nations (UN) in New York and Geneva 
and at the European Communities in Brussels. 

The Head supervises Al's work with the UN and other 1605, including Al's cooperation with 1005 
and contacts with governments in iGO forums, Al's participation at ЮО meetings, Al's efforts to 
encourage 5. of international and regional standards and procedures to protect 
human rights, and Al's submission to GOS of information on human rights. 


The Head is also 2. for advising Al, particularly Al's research staff, concerning the proper 
















"A We LUXURY | 
Au" KENSINGTON | 
APARTMENT |- 
1 WITH ALL THE COMFORTS 
ФОЕ YOUR OWN HOME |. 
| Christmas, New Year, Januarv Sales” 
Harrods, Theatres, and much more! 
Cost effective aparts. T.V. tel. maid 
service «call ог send for details. 
Pertect for business or leisure 
SERVICED APARTMENTS 
^ 2627, Collingham Gardens 

London SWS ӨНУ. TEL:01-835 1144 
Fax: 01-3739693 0222 Telex: 918595 



























and effective use of human rights standards; of international, comparative and national law; and | Property ______| 
of ЮО procedures. S/he oversees Al's analysis of legislation and trial proceedings, and reviews регу. — | | 
draft papers about legal concerns in particular countries. "m ix | 3 
Candidates must have sound political judgement and a sensitivity to various political, cultural and : а FOR SALE 
legal traditions. They must have a very good understanding of the UN and regional IGOS, ` | West Surrey house. One third acre. 
"particularly their human rights work. A strong international law background, particularly: in Five beds, three baths, two large re- | 
international human rights and humanitarian law, 15 essential. Familiarity with comparative As ceptions, Heathrow Airport nine | | 
' eriminal law would be an asset. miles. London forty minutes. Golf 
AM E M "e " "T а Ascot, Sunningdale. Ideal enter- 
_ Experience of, or a demonstrable ability in supervising staff is necessary. Fluent English is essential, taining. Freehold £285,000. Ring 


2 as is the ability to communicate well in writing and orally. А good working knowledge of other Isle Brewers (04608) 721 
` languages, particularly French and/or Spanish, is highly desirable. The ability to work under 
: Pressure and to deadlines is essential, as is the ability to represent АГ externally and to travel, 


| Sensi itivity to working in an international multicultural voluntary organization is essential. Publication 


Closing date for receipt of completed application Forms 19 January 1990. 





amnesty For further information and an application form, write or phone: THESTRUGGLE FOR ASIA 
^r Personnel Office, Amnesty international, International. Secretariat, 
international 1 Easton Street. London WC1X 80) United Kingdom. Tel: 01-837 3805 1400 Rare & O/P books. 


(24hr answerphone). Please quote ref: RD 24. 


List from Oxus Books; 
121 Astonville St, London 5718, 
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TOTAL LOAN PACKAGES 


We provide loans as well as guarantees for principal repayment 
and interest payments: 

ш Principal self liquidating — Only interest payable 

m Minimum US$5 millions — Maximum US$50 millions 

m Eight to Ten weeks to completion 

ш Uncomplicated procedures m Broker enquiries invited 


Enquiries to Trust Officer 
Fax: (662) 236.5833 Tel: (662) 235.7598/7599 


UNIVERSITY OF ULSTER 
_ | LECTURESHIP IN JAPANESE STUDIES at Coleraine Ref: C89/299 


To contribute to the teaching of the Japanese Language and other as- 

f: pects of Japanese studies to courses in Asian Studies and Asian Busi- 

ness Studies, to participate in course development and administra- 

tion, and to undertake relevant research. The post will be tenable for 
up to three years starting as soon as possible. 


| Applicants must hold a first or second class honours degree, normally 

| containing a major component of Japanese, and must have a high 
proficiency in the Japanese language. Experience of teaching the lan- 
"| guage to non-Japanese students would be an advantage, as would а 
-| proven research interest in some aspects of Japanese studies. 


Salary will be within the Lecturer A or Lecturer B scale: £10,458- 
£15,372 and £16,014-£20,469 respectively, depending on age, qual- 
ifications and experience. 


Further details and application forms may be obtained frorn the 
Staffing Office, University of Ulster at Coleraine, Cromore Road, Col- 
егаіпе, Co Londonderry ВТ52 15А. 

- (Telephone: Coleraine (0265) 44141, ext 4348) or 

Facsimile number: (0265) 40903. 


osing date: 19 January 1990. An equal opportunity employer. 
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UNITED STATES IMMIGRATION 
Obtain US Immigration via investments, intra-company transfers, 
employment, etc. All matters personally handled by licensed US АН. 
torney. Representation available also for immigration to other coun- 
tries. FREQUENT TRIPS TO HONG KONG, TAIWAN and sur- 
rounding areas. 

Contact: Edward P. Gallagher, Attorney-at-Law, 


P.O. Box 70302, Washington, D.C. 20088 2. 
FAX: (301) 983- 3439; Telephone: (301) antes D 









If you have something to вау... say it 
in the Classifieds! 





Education 


USC IBEAR PROGRAM 


Executive Education for the Pacific Century 


Thirteenth Annual 
IBEAR MBA Program 
August 1990 - July 1991 


` Unique one-year mid-career international MBA program 
| emphasizing Pacific Rim business. IBEAR alumni аге 
` employed by more than 300 firms in 30 countries. 


а Third Annual 
Asia/Pacific Business Outlook Conference 
March 5-7, 1990 


150 workshops and seminars by executives, USC faculty, 
and the Senior Commercial Officer from each U.S. embassy 
in Asia. Co-sponsored by the U.S. Department of 
Commerce. 


Sixth Annual 
IBEAR Pacific Rim Management Programs 
June 1990 


| Five executive education programs on doing business with 
Japan, Korea, Taiwan, China and Thailand. 360 executives 
from 200 firms have attended these programs since 1985, 


International Business Education and Research Program 
Graduate School of Business Administration 
University of Southern California 
Los Angeles, California 90089-1421 
Telex: 4720490 USC LSA 
Phone: 213/743-2272 
Fax: 213/749-5887 


| Property 


CANARY ISLANDS — SPAIN 


The Canary Islands are considered the most popular holiday desti- 
nations for Europeans, due to its subtropical climate and good com- 
munications. 


in the best areas of Lanzarote and Fuerteventura, with an already 
^; well developed touristical infrastructure, we offer for sale or joint 
venture piots of land from 23,000 to one million me. Ali plots are au- 
thorised for construction and are suitable for hotels, residences and 
commercial. areas. Excellent prospects for long term investors. 


Please contact: Alexborg Holding, S.A. 

| Costa Brava, 13, 59 D 
28034 Madrid (Spain) 
Phone: (34) (1) 735.04.61 
Telefax: (34) (1) 734.29.36 




















U.S. REAL ESTATE 


Investments for Overseas Investors 


I could help you find hotels, 
offices and apartment buildings 
from 5 million to 200 million. 
For Free Information 








Contact: Mr. Tommy Lee 
TARGET HOLDINGS, LTD. 
17 East Broadway, Suite 506 
New York, N.Y. 10002 
: (212) 406-0067 Fax: (212) 406-0217 Telex: 226078 AEGIS UR 
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„„ OW Vou can have | 
the China 
À. % Telex and Fax 
Directory, the only 
directory of its kind 
available in the marker. 


mem China Telex & Fax 





Directory is a vital 


communications — tool 
for all China traders. 


на ын iM uM Compiled from our 
MAL d В own database, н 
dar ere provides the шош 


comprehensive 


listing 


of up-to-date and accurate telex and fax numbers of 
all the significant organizations in China. Indexed in 
four ways, you'll find it easier and more convenient to 


USC: 


1. Alphabetical listings of compan: 
organizations. 





2. Geographical listings of names and 
numbers. 


3. Numerical listings of telex numbers. 


4, Alphabetical listings of telex 
answerbacks. 


es and 


You can get this extremely useful book by simpiv completing the order 
form and sending it along with vour payment to China Phone Book Co. 


Lid., GPO Box 11581, Hong Kong. 


To: China Phone Book Co. Lad. GPO Box 11581, 
i Hong Kong. 


Please rush me copy/copies of the China Telex and Fax Direc- 


tory 1989/90 as indicated: 
i COMPANY cuc tte ыы Ы 
ў Address 2. 

nude EIEE MSS ' " Yel: 

[7] China Telex & Fax Directory 1989/00 
| Price: Hong Kong ~ HK$175 + НЕБО for poste S сақалы 
| Elsewhere - 125832 tinchahng айттан postage S packing? 
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| Amex [| 
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Chief fulfils rich potential 


Datuk Malek Merican, 55, made history 
of sorts in mid-November as the first 
bumiputra to become managing director of 
one of Malaysia’s largest Chinese conglom- 
erates, Malayan United Industries. The pay 
was certainly an incentive, as his contract will 
reportedly earn him M$5 million (US$1.85 
million) over the next three years to make 
him the highest paid 
executive in Malaysia. 

Malek, the fifth 
born in a Kelantan 
family of six, has a de- 
gree in economics 
from Cambridge and а 
post-graduate degree 
from Oxford — possi- 
bly the only Malaysian 
able to claim such a 
distinction. He later 
forsook a highly promising career with the 
Malaysian Treasury after rumoured policy 
disagreements with then Bank Negara gov- 
ernor Tun Ismail Ali. 

He switched to merchant banking, be- 
coming the first Malaysian managing di- 
rector of the expatriate-run Aseambankers, 
which he established as the country's leader 
in loan syndication. After a quick stint at 
Sime Darby, he moved to Arab-Malaysian 
Merchant Bank, where he has been manag- 
ing director for the past seven years. 

Talk is that he might succeed Datuk 
Daim Zainuddin as Malaysia's next finance 
minister. But his ideas seem too unconven- 
tional for that. For instance, he opposes the 
government's sacrosanct New Economic 
Policy as a recipe for national economic stag- 
nation. 





Comrade plays king maker 


If Japanese politics resembled Australian 
politics, Akira Yamagishi, 60, the chairman 
of the newly created Japan Trade Union 
Federation (Shin-Rengo), might have an ex- 
cellent chance of becoming prime minister. 

Like Bob Hawke before his transition 
from heading the Australian labour move- 
ment to being leader of the Australian Labor 
Party, Yamagishi is a formidable power be- 
hind the scenes on the opposition side of 
politics. But he prefers to be king maker, 
rather than king. 

Yamagishi played a crucial role in en- 
gineering the merger in November of Shin- 
Rengo's two predecessor organisations — 
each of which supported different wings of 
the parliamentary socialist movement. Hav- 
ing created a single 8 million-strong labour 
confederation he now wants to build a 
single socialist party, but not to head it him- 
self. 

Born in Osaka, Yamagishi has been a 
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lifelong union activist, mostly in the 250,000 
strong АП Japan Telecommunications 
Union (Zendentsu) of which he remains 
president. His pragmatic brand of socialism 
has often put him at odds with Takako Doi, 
the popular but rather doctrinaire JSP chair- 
woman. But the two seem to have learned a 
new respect for each other since the Ј5Р 
scored an impressive victory in last sum- 
mer's upper house elections. 


Old one-eye is back 


Hardy Congress party veteran H. K. I. 
Bhagat, 68, once again has worked his spe- 
cial campaign magic in India's capital, re- 
versing the strong anti-government trend in 
the just concluded November election. 
Bhagat, who was parliamentary affairs 
and information minister in former prime 
minister Rajiv Gandhi's government, has 
been a fixture in his rough-and-tumble East 
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Delhi electorate of 1.5 million voters since 
1971. Now he has bagged another five-year 
term. All other Congress MPs from New 
Delhi, barring one, fell like flies to opposi- 
tion candidates. 

What is the secret of Bhagat’s success? 
Known in Hindi as kana (old one-eye) be- 
cause of dark glasses that shield a blind 
eye, he is legendary for innovative elec- 
tion techniques. A rags-to-riches character 
(he came to India as a penniless refugee 
from Pakistan), Bhagat's speciality has been 
helping to settle poor rural migrants flocking 
to New Delhi in search of work. In return for 
a patch of ground (on land where legal title 
is often vague), Bhagat has been rewarded 
with solid, vote-casting loyalty. 

Other ex-constituents have less happy 
memories of old one-eye, notably the Sikhs, 
who believe Bhagat had a role in anti-Sikh 
riots in 1984. Most Sikhs have since moved 
out of Bhagat's turf. 
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Iron man refuses to bend 


Since Lieut-Gen. Fazle Haq was releas: 
from custody in early November after Бей 
charged with murder, he has made a series 
of what his opponents in Pakistan regard as 
incendiary speeches. In late November he 
told a crowd of supporters that the au- 
thorities would try to jail him again and that 
the public would have to respond. 

Haq, who is in his late 60s, was a close 
associate of military ruler Zia-ul Haq and 
earned the sobriquet "iron man" when he 
was military administrator cum governor of 
the North-West Frontier Province during 
the Zia era. Of all the former president's 
cronies, Haq invited the most suspicion due 
to the enormous wealth he acquired during 
his long tenure and the persistent асси: 
tions that his province was the base Ml 
drug-running operations. 

Following Zia’s death in August 1988, 
there was a widespread rumour that Haq 
lobbied intensively against elections and for 
martial law. Although he was implicated in 
the assassination of Shia cleric Allama Arif 
Husseini, Haq believes his arrest was to 
punish him for his oppositionist role. He is 
now out on bail awaiting trial. 


Cold shoulder for ally 


Anna Chennault (Chen Xiang-mei), 66, 
China-born widow of a dashing World War 
II US air marshal, met a frosty reception on 
her latest visit to Taipei. Once a star lobbyist 
for Taiwan’s ruling Kuomintang (KMT), she 
disingratiated herself with her erstwhile al- 
lies by purportedly proposing to lead in 
early December a delegation of Taiwanese 
businessmen on a tour of the China main- 
land, which is subject to international eco- 
nomic sanctions since the 4 June slaughter. 
After attracting sharp criticism from 
KMT officials, Chennault backpedalled on 
the scheme, first pro- 
nouncing the trip 
purely touristic and 
later refusing either 
to confirm or deny 
whether the mission 4 
would take placeatall. % 
Chennault, whoisac  % | 
tive in US Republican — ^ ! = 
Party politics, had ear- \\ 2 
lier claimed to be de- % 2% 
livering а fence-mend- 
ing message from President George Bush to 
Peking — а claim the White House denies. 
In an apparent bid to mend her own 
fences in Taipei, Chennault showed up at 
the Central Election Commission on the 
night of Taiwan’s 2 December island-wide 
election. The occasion proved inauspicious, 
though, as the KMT suffered its worst defeat 
in 40 years. в 
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Global Alpha Strategy Fund 


А Hybrid of Active and Passive Portfolio Management 


• Passive management by Sophisticated Computerized Programme Based on 
“Factor Tilt Strategy” to World major markets: Japan, US and UK. 
~ № Active ін. d other countries. 





Sophisticated Risk Diversification by Global Investment 


` e Well diversified and computer oriented management. 


Publication of Prices in Financial Times and 
the South China Morning Post 


` Advantage of Sub-Funds Switching 


"e This Fund consists of two sub-funds, Pacific Alpha Fund and US/Europe Alpha Fund 
for which issues may be switched from one to the other free 
of charge up to twice in a calendar year. 


Hong Kong Registered and Nikko Asia is 
` Hong Kong Representative 


Global Alpha Strategy Fund 9 
(Against US/Europez Pacific Index) 
July 1987— September 1989 20 
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Cumulative Performance 
US $ Deénominated, (20) 
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“Тһе prices of shares and the income from shares may go down as well as up.” | 
“Investors should be reminded that under particular circumstances their rights to redeem their units | 
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For further information and a detailed prospectus, please contact the following person or send 
the completed coupon to One Pacific Place 19th Floor, 88 Queensway, Central, Hong Kong. 


Mr. T. Oguri The Nikko Securities Co. (Asia) Telephone: 5-267477, 5-8421 ІН 


Тһе Мікко Securities Co. (Asia) | Nikko Capital Management (Europe) Ltd. 





The Nikko Securities Co., Ltd. 





:oi Please send to the Nikko Asia, One Pacific Place (th floor, 88 Queensway. 
| Central, Hong Kong, for Global Alpha Strategy Fund Prospectus. 
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LONG TERM SUPPORT FOR YOUR BUSINESS. 


The Long-Term Credit Bank of Japan offers 
advice to help your business grow. We'll 
give you constant backing, and, when 
youre ready, we'll show you how to branch 
into new areas, too. What's more, with our 
support, you'll continue to flourish. 

We were established in 1952 to ensure a 
steady flow of long-term funds for industrial 


growth. Today we're one of the world's top 
20 wholesale banks..This is the reward for 
our belief in following our client's business 
through from start to finish; for making 
sure your plans are successfully realized. 
We specialize in Long-Term Corporate 
Financing and Merchant Banking Services 
such as Project Finance, Mergers and 
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Acquisitions, Leasing and Investment 
Advisory Services, as well as a full range 
of additional Banking Services. We also 
have over 60 offices worldwide, which 
means we can offer you both global and 
local support. 

So, if you want to see your business grow 
bigger and stronger, why not try LTCB? 


The Long-Term Credit Bank of Japan, Limited 


5 
Head Office: 2-4, Otemachi 1-chome, Chiyoda-ku, Tokyo 100. Tel: (03) 211-5111 Telex: Ј24308 
Branches: Hong Kong (5) 285670, Singapore 535-9633 Subsidiaries: LTCB Asia Limited (5) 285670 
(ТОВ Australia Limited (02) 251-3544 LTCB Merchant Bank (Singapore) Limited 533-8111 


Р.Т. Bank LTCB Central Asia (021) 578-2562 
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Holiday Inn Lido Beijing 
Everything you need 


to enjoy Beijing more. 


In Beijing there is much to be enjoyed. Culture, sightseeing, 
business opportunities and a host of unique experiences. At the 
centre of all this excitement is the international comfort of Holiday 
Inn Lido. 


Our nine international restaurants offer everything from a 
formal continental dinner to a simple Italian pizza or an English pint. 
Excellent office and business facilities are here. Plus Beijing's only 
fully automated 20-lane bowling centre, a disco and the capital's 
finest delicatessen. 


With so much on offer, Holiday Inn Lido is more like a home 
than a hotel. Which helps you enjoy Beijing more: More reasons to 


choose us first. 
ж. Holiday Inn 
Lido Beijing: China 
For reservations: The Worlds Fi rst Choice 





Contact your travel agent, any Holiday Inn or our Reservations Offices: Hong Kong, Tel: 
3-7366855; Sydney, Tel: 2614922/our Toll Free, Tel: 008-221-066; Tokyo, Tel: 5485 0311; Osaka, 
Tel: 0120 381489; Seoul, Tel: 735 0391/3; London, Tel: 722 7755; Frankfurt, Tel: 6090030/ our 
Toll Free, Tel: 0130 5678; Paris, Tel: 43553903; our USA Toll Free, Tel: 1-800-HOLIDA Y 
Holiday Inn Lido Beijing, Jichang Road, Jiang Tai Road, Beijing 100 004, P.R.C. 
Tel: 5006688, Fax: 5006237. • 
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One of the most advanced aircraft in the world is at your service. 
Our new fleet of Airbus A300-600Rs brings Powered by GE's efficient CF6-80C2 turbo- 

the comfort, amenities and technologies ofthis Ғап engines, China Eastern Airlines’ flights 

advanced passenger aircraft to our domestic can now operate with the speed, service and 


and international routes. convenience today’s world traveler demands. 
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ffective, moving and wrong 

lick Malloni's account [Agent of destruc- 
on, 7 Dec.] of his visit to Dr Phuong’s 
useum of horrors in Ho Chi Minh City 
fas a highly effective and moving piece, 
hich is probably wrong in most details, I 
Ot want to get drawn into a full-blown 
date over the defoliants issue in Vietnam. 
| as а former consultant to the special 
icides committee" created by the US 
ету of Sciences in 1971, 1 do 










ple, which cannot have changed 
rthe period up to 1972. 
iestion many of the flat assertions by 
iong which Malloni repeats uncritically. 
example, with regard to congenital mal- 
ions and foetal losses, there are sim- 
10 data in South Vietnam for 1953 or 
1963 which could support the statement 
made. Such data typically come from 
specialised non-representative clinics and 
prove nothing. — 

.In 1974 the US committee concluded 
that, lacking proper baseline data, nothirig 
could be said with any certainty about the 
health effects of these agents. This still 
seems a reasonable conclusion. 

2 It should be obvious that Phuong, an im- 
portant government functionary, has a 
point to make. Who knows where the glass 
jars came from? The REVIEW is so sophisti- 
cated in its treatment of most issues arising 
from the Vietnam War that this rather naive 
piece strikes a discordant note. 

Kenya WARREN C. ROBINSON 








Time to bury past suspicions 
The historic signing of the peace pact with 
the Communist Party of Malaya could not 
have materialised but for the imaginative 
and pragmatic policies of the Malaysian and 
Thai governments [REviEW, 14 Dec.]. It will 
nly bring peace to the Thai-Malaysian 
bo as, but will also offer many oppor- 
tunities for Malaysia and Singapore. 
.: The existence of the armed insurgency, 
al 1 localised problem for the law-en- 
f it forces in Malaysia, had an enor- 
mi pact on the body politic in Malaysia 
and Singapore. 
; In the case of Singapore, the armed in- 
су was the justification for all that was 
ople were, and still are being, de- 
the grounds that if released they 
vocate or facilitate the insurgency. 
nents of those illiberal practices con- 
that the issue of the insurgency had 
ceased to be of any relevance to the in- 
security of Singapore. 
ly, with the signing of the peace 
Xt, the disbanding of the 1,200-strong 
пета force and the destruction of their 
ons, we can now bury the polemics 
uspicions of the past. The Singapore 
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Government no longer needs to burden it- 

self with the fear, justifiable or otherwise, 
that its opponents are covertly supporting 
an insurgency movement. It should now re- 
write its constitution which was crafted and 
amended with the realities and biases of the 
past. The new generation of the People’s Ac- 
tion Party is being presented with the op- 
portunity to initiate a clean break with past 
policies, — 

While it is not realistic to expect the gov- 
ernment to take immediate steps to carry out 
the aforesaid reforms, the decent thing for it 
to do now is to take immediate steps to re- 

“move the restrictions imposed on Chia Thye 
Poh and to release Vincent Cheng and Teo 
Soh Lung from detention. 

Harrow, England TAN WAH PIOW 
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Rebuff for Philippine colonialism 

The report Pocket homeland [30 Nov.] was 
quite misleading. Any story on the 
Dangsamoro people written by a non- 
Bangsamoro brings to mind vividly what 
Vic Hurley, author of Swish of the Kris (The 
Story of the Moros), wrote in 1936: “For the 
Moros are a grand people. Everything writ- 
ten about them, almost, has been authored 
by their enemies. They are feared and hated 
by the Filipinos. They were feared and hated 
by the Spaniards.” 

By citing only Filipino sources to down- 
play the decisive rebuff the Philippine Gov- 
ernment received in the 19 November 
plebiscite, your correspondent has only 
proven Hurley’s point. 

The truth is that the people of Mindanao, 
particularly the freedom-loving Moros, have 
had enough of squalid Philippine col- 
onialism. Thus, the continuing Bangsamoro 
people's revolution launched by the Moro 
National Liberation Front (MNLF) to regain 
their self-determination and freedom from 
Manila. 

President Corazon Aquino has paid the 
price for her betrayal of the Organisation of 
Islamic Conference, the MNLF and the 
Bangsamoro people. 

Zamboanga City SHARIFF ZAIN JALI 


Aloha Asia, and don't forget us 
I found it interesting that your 16 November 
issue contained a Letter from Hawaii, but the 
cover illustration and reports on the Asia- 
Pacific Economic Cooperation forum omit- 
ted any reference to the Hawaiian Islands. 
Hawaii, which is at the crossroads of the 
Pacific and has ties to both Asia and North 
America, has the ideal location, climate, 
facilities and potential to host future forums. 
Honolulu TIMOTHY D, BOWMAN 
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Correction | Е 
South Korean President ] 
Bonn on 20 November 

was stated in Letter fro 







oh Tae Woo visited 
iot West Berlin as 
Berlin [14 Dec. ]. 


ИИ 





pe 


| ФРО Box 160, Hongk 









and ensure your copy each week, 


F; D 
4 < 3b I3) 4 y PARA S ELS 
Я 1 ақ ^_^ д iX 



























| Ввавоо | 888500 | 
0882600 | 9554906 | 
| 0852800 | US$4800 | 


aT Am tI i ii AAUP امن‎ са 









арап 







Malaysia 








| 0661950 | 





Мера! 
Pakistan 














Philippines 
Singapore 
SriLanka | 
Thailand | ee eae Pent O 
беойеа | (62660 | озын | 
North America | 4853150 | 
Australia | 2800 |. 
New Zealand | №2850 М268350 | Нав: 
Europe Арса но | passa | 00 | 


: PSU S ре ЖЕН 
A MiddieEast | бо 3950 | 
Central & i f 1 


43578.00 НО 


SURFACE MAIL RATES 


———MÉ— eM eb 
























ОВО | Us 


4 






атнаны кы далы счета 











елы اد۲‎ noana, накад нунде лаб А ер): 


Country Smonths | Бузин | tysnr 
Hongkong | HKS198.00 | HKG23E.00 |  HK941000 
еее... 

|  USS2S00 | 
Elsewhere | £15.00 £i 


ARO 
_ 78 900.009 


teo ow анама ыды, 


ARST GG 
¥580000 | 


i 

1 

i 

i 
—st Pu! RI RN. RR: 


... plus the Asia Yearbook 


Make the Asia Yearbook part of your Review. | 
subscription. Simply tick the relevant space ir. ой 
the coupon below and automatically receive 
Yearbook. It gives you Asia minus: чог 
Minus the myth. А country-by-cou 
Asia. Everything from Finances & Cur 
Politics and Social Affairs. The g 
medium of its kind, 


Rate: Soft cover USS28,95/F 


Payment DE за ырас ыы ыны oí], 18 АОЗТ 
(Please print in block letters) 


[] Jetspeeded 


Cheque payable to Review Pi 
enclosed 


To: Circulation Manager 
Far Eastern Economic Review, 
ОКО 









CONTENTS 


21 December 1989 Volume 146 Number 51 


After years of 
steady build-up 
under “burden- 
sharing” pressure 
from the US, 
Japan's so-called 
Self-Defence Forces 
rank among the 
world’s largest and 
best-equipped 
Sos ее 
superpowers, a development that has 
steadily crept across the political barriers 
installed against rearmament after World 
War II. Japanese military men are now 
lobbying for the kind of support ships and 
aircraft that could turn their current 
“defensive” weapons into potential 
projectors of power, while the post-war 
constitution is close to being reinterpreted 
to allow assignment of military units for 
security duties far from Japanese soil. Yet 
with Moscow reducing its Far East forces, 
the rationale for Western support of a 
Japanese build-up is being undercut, and 
Japar's Asian neighbours worry that 
Tokyo will gradually lose its inhibitions 
about flexing its military muscle. From 
being a countervailing force against 
expanding Soviet power, the Japanese 
could become a source of instability in 
themselves. Correspondent Tai Ming 
Cheung explores the thinking among 
Japanese military and civilian officials 
about the future directions of defence 
policy. 26 Cover photograph: Japan Defence Agency. 
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Bombs for Business 


Rebel Philippine Scout Ranger troops left 
behind massive bombs in a hotel and a 
condominium during their occupation of 
the Makati business district that would 
have levelled both buildings, intelligence 
sources say. The bombs were attached to 
the support pillars in the basements of the 
Intercontinental Hotel and the left tower of 
the Twin Towers condominium. Search 
teams also removed a number of Claymore 
mines which, like the other explosives, 
had been set but left unarmed. Because 
Makati is now likely to be a prime target in 
any future coups, some embassies have 
upgraded evacuation plans for their 
nationals. 





Aquino’s restive soldiery (12). 


Regional Affairs 


Foreign Relations : China-US 

The surprise visit of a senior US envoy to 
Peking has sparked criticism in the US over 
President Bush’s China policy, but also 
indicates relations between the two 
powers are improving 10 


Philippines : Politics 

While the politicisation of the military 
began under Marcos, the recent coup 
attempt demonstrated the military's 
disgruntlement — from the lower ranks to 
senior generals — with the country’s 
corrupt political structure and ineffective 
government. President Aquino now faces 
the daunting task of introducing political 
reforms and reining in corruption and 
cronyism, while keeping an eye on the 
restive soldiery 12 


Boeing Come Lately 


Japan’s trade surplus with the US, which 
continues to cause complaints from 
Washington, would look smaller if Boeing 
Aircraft Co. were on time with its deliveries 
of jumbo jets to Japanese airlines. Japan 
Airlines and All Nippon Airways currently 
have a total of 46 747s on order or option 
from Boeing, worth a total of US$5.75 
billion. A substantial number of these are 
now overdue for delivery, in some cases 
by up to four months. 


Read the Small Print 


Makati real estate owners are unlikely to 
receive much solace from their insurers in 
the wake of the abortive coup attempt by 
rebellious units of the Philippine military. 
Most commercial insurance policies refuse 
indemnity in times of war and that, 
unfortunately for hapless property 
magnates like the Zobel family whose 
Makiti holdings suffered substantial 
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13 Hongkong: Refugees 


The Hongkong and British governments 
begin forced repatriation of Vietnamese 
refugees despite international 
condemnation of һе move 13 


India : Politics 
India's new prime minister faces an initial 
test from Kashmiri extremists 20 


Malaysia : Espionage 

Revelations that a spy ring provided 
Malaysian military intelligence to a fellow 
Asean member has exposed the extent of 
lingering suspicions within the region 20 
Malaysia : Sabah 

A by-election victory for the ruling PBS 
highlights the divisions between the state's 
Kadazan and Dusun ethnic groups, and 
the personal differences between the chief 
minister and his former deputy 21 


Burma: Politics 

Little hope remains that elections slated for 
27 May 1990 will be fair as the military 
regime continues its crackdown on the 
opposition 22 


Subcontinent : India-Pakistan 

The construction of a barrage by India in 
Kashmir creates a domestic problem for 
Prime Minister Bhutto in Pakistan 23 


Taiwan: Security 

The armed forces’ political warfare branch 
faces the difficult job of maintaining public 
awareness of the “communist threat” in 
peacetime 24 


damage, is also true in the case of coups. 
However, while there were fears that the 
repair costs would be in the tens of millions 
of pesos, actual damage appears less. 


Korea’s Sporting Chance 
Although talks between North and South 
Korea on most other issues have stalled, 
prospects for a joint sports team at next 
year's Asian Games in Peking look 
extremely good. Pyongyang is understood 
to be determined to prevent South Korea's 
national flag from flying in Peking. Indeed, 
one of the only issues the two sides have 
agreed on is the design for the joint team's 
flag. Plans for both joint parliamentary 
talks and visits between separated 
families, which were to be sponsored by 
the International Red Cross, have broken 
down. Independent sources who visit 
North Korea regularly say that the 
democratic uprisings in Eastern Europe 
have worried North Korea; officials in 
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_ Tokyo's shrinking trade surplus fails to 
_ draw applause from its trading 
“partners 48 

` Thailand: Companies 

_ Dusit Thani hotel group restructures its 
| holdings a and looks overseas for - 

i investments after four years of rapid 









| Pakistan: Investment 

- Prime Minister Bhutto lays the foundations 
for praem investment-ted к! in the 

economy 52 


· China-Japan: Economic Relations ы) 
‚ China-Japan relations are at alow point but. 
-both sides are keen to see business return 
to normal 55 


Pyongyang are concerned that cross- 

border family reunions would result in 

information about Eastern Europe being 

spread widely in North Korea. The Red 

Cross plan had called for 300 people from 
| each canny to cross the border. 
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- told his visiting Sri 
Lankan counterpart 
Ranjan Wijeratne, 

that New Delhi had 
no objection to 
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Айел to be held in the Maldives. 
?revious summit was held in 
iabad and, by order of protocol, 
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bit OECD: Policies | 
_ Traditional forms of aid have failed to 


create balanced development in the Third 
World, SaysOECD 89. 


US-South Korea: Property 


_ South Koreans launch a property buying 


spreeinthe US 61 


Thailand: Economies 

The Thai cabinet rejects calls for a rise in 
interest rates to help curb inflation, opting 
instead for a package of milder 

measures 68 


Taiwan-Philippines : Investment 
Taiwan presses for more formal protection 
of its investors in the Philippines in the 
wake of the coup attempt 69 


| - Singapore : Companies 


Singapore's state holding company 
Temasek reveals 1987 earnings of US$537.7 
million in a rare public disclosure of 
information 70 


| “Singapore: : The Law 


‘Singapore group seeks recovery © of S516 
million fiom Low TE 70 | 


Colombo should have been the next host 
for the annual summit, normally 
scheduled for the end of the year. Sri 
Lanka’s political difficulties, and 
differences with India over the presence of 
its peace-keeping force in the country, 
resulted in the summit's postponement. 
However, Colombo could still prove 
impossible as a venue if Indian troops are 
still in Sri Lanka by March, as seems likely. 
Hence Gujral's assurances to Wijeratne 
that it would have no objection to the 
venue being transferred to the Maldives. 
The Kidnapped Kuwaiti 

Kuwaiti diplomats in Kuala Lumpur and 
Philippine officials have refused to confirm 
or deny intelligence reports that a member 
of the Kuwaiti royal family is being held by 
suspected Arab guerillas i in Manila. The 
hostage is thought to have been abducted 


about 20 November, possibly by members 
of a Manila-based cell loyal to Palestinian 


FAR EASTERN ECONOMIC REVIEW 


P Á€RPRPRPPRPRRPR 


| Regular Features | ркен 

















Books 

Hongkong on the rocks 47 
Hype trom New Delhi 47 
Briefing 

Regional 19 





Business 71 
үке E 
Exchange Rates 73 


The Sth Column 
Prospects for a Pan-Pacific economic 
community 60 


intelligence 8 

invisible Hand 
Hongkong’s tax policy 58 
Letters to the Editor 7 
Prices and Trends 72 


Gen. Renato de Villa, Yukio Satoh, Barrie ^. _ 
Wiggham, Boonsithi Chokwatana, 
Abdurrahman Wahid 78 
Research and innovation 
Big-screen liquid crystal display 54 
Shroff 

Manila's not-so-bloody Monday 67 
Stockmarkets 74 


Traveller's Tales 30 










































guerilla leader Abu Nidal, whois trying to. 
secure the freedom of terrorists in Kuwaiti 
jails. A Kuwaiti negotiating team is said fc 
have flown to the Philippines, but the 
security section of the Department of 
Foreign Affairs said it was unaware of any — 

such moves. uid 

















Solidarity for Seoul 
The leader of Polan d's Soli 
union movement, Lech Wales. 
visit Seoul next year. The Solidarity 
leadership had reached a formal decision 
on the matter and only the timing remains 
to be fixed, he told a South Korean 
journalist in Warsaw. Howeve 
cautioned against comparing tf 
the Polish movement with. 
problems affecting South 
Poland's problems w геге: 
Solidarity now runs ар 
the South Korean un 
odds with its own regime. 












% 





FOREIGN 


7 7 E J Gum N ыз, URGE m ame Tam О те и Томо а У." се NC lI ла сна и ыса 
ТҮ ҮРНЕ ТЕСКЕ Біл Қы AT а амы пива ја о ee y 
> и ~» у у и А E 4 


ЗАО S CON АДА КАЛТА $ 


US move to improve China ties draws criticism 


Angling 


By Robert ОеНз in Peking and | 
Susumu Awanohara in Washington 








he US Government's controversial 

decision to send a high-ranking 

envoy to China appears to have re- 

versed the downward momentum 
that has dogged Sino-US relations since 
China's bloody military suppression of pro- 
democracy demonstrations in June. But the 
surprise visit has drawn heavy fire from 
human-rights activists in the US Congress 
and hostile newspaper editorials. 

Critics charge that abrogating the ban on 
high-level contacts — part of a package of 
administrative sanctions imposed in June — 
is sending exactly the wrong message to 
those Chinese leaders responsible for the 
crackdown. 

US National Security Adviser Brent 
Scowcroft and Deputy Secretary of State 
Lawrence Eagleburger's talks with 
Deng Xiaoping, China's ostensibly 
retired paramount leader, were 
described as "cordial, friendly and 
wide-ranging" by the People's Daily. 
The significance of Scowcroft's visit, 
Deng said, is that "despite certain 
disputes and differences, ultimate- 
ly Sino-US relations must be im- 
proved. It is necessary for world 
peace." 

In Washington, President George 
Bush denied that he has prematurely 
normalised relations. China has "a 
strategic position in the world that 
remains important to us,” Bush 
said. Chinese leaders, he said, know 
they must still address what hap- 
pened in Tiananmen Square ^when 
the People's Liberation Army, using 
tanks and automatic weapons, mas- 
sacred hundreds of unarmed stu- 
dents and workers demonstrating for demo- 
cratisation of Chinese society." 

The ostensible reason for the visit was to 
brief Chinese leaders on the Malta summit, 
but Scowcroft stressed his mission was also 
to "bring new impetus and vigour into our 
bilateral relationship and seek new areas of 
agreement — economic, political, and stra- 
tegic." 

China had repeatedly insisted that the 
US side must make the first move to defuse 
the tensions between the two countries, 
most notably when former US president 
Richard Nixon met Deng during an unoffi- 
cial visit in early November. After his return 


в 
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from China, Nixon told Bush that resuming 
high-level official contacts with the Chinese 
was one step the US should consider taking 
immediately. This was necessary, Nixon 
said, because restoring relations could only 
come about through private diplomacy “at 
the highest level.” 

Having complied with Deng’s demand 
that it take the first step in defusing the crisis 
in Sino-US relations, Bush will be under 
pressure to show some results, and soon. 
Should China fail to make reciprocal conces- 
sions, the US Congress may be emboldened 
to resubmit its resolution imposing tougher 
sanctions when it returns from recess in Jan- 
uary and — if necessary — override another 
presidential veto. 

Bush noted a Chinese Foreign Ministry 
statement issued just before 5сом/сто $ ar- 
rival that China would refrain from selling 
missiles in the Middle East — reiterating a 





Scowcroft chats with Deng: controversial mission. 


commitment made to former US defence 
secretary Frank Carlucci in September 1988 
— and confirmed that Scowcroft had raised 
the issue of missile sales in his talks with 
Chinese leaders. 

US sanctions against China will remain 
in effect "indefinitely," White House Press 
Secretary Marlin Fitzwater said. However, 
the administration has already modified its 
ban on the export to China of inertial gui- 
dance systems for aircraft, and clearance to 
use Chinese facilities to launch US-made 
communications satellites for Hongkong 
and Australia is expected shortly, according 
to US congressional sources. 
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for influence 


The visit may also have helped derail 
plans sharply to restrict Chinese students 
from studying abroad. Anti-Western ele- 
ments in the Chinese leadership have been 
pushing for a near total ban on overseas 
study in response to recent US moves to 
allow Chinese students to extend their stay 
in the US, according to East European 
sources, but the proposal has now been 
temporarily shelved. 

There is little doubt that a major US ob- 
jective is to undercut anti-Western forces in 
China by depriving them of an obvious 
enemy. A central theme of hardline ele- 
ments now ascendent within the leadership 
has been to link the counter-revolutionary 
plotters who purportedly masterminded the 
pro-democracy demonstrations in April- 
June with an alleged US strategy of under- 
mining China’s socialist system and the 
leadership of the party through “peaceful 
evolution.” 

“We are not China’s prime enemy 
or threat, as some would claim,” 
Scowcroft said in his toast to Chinese 
Foreign Minister Qian Qichen. “In 
both our societies there are voices of 
those who seek to redirect or frus- 
trate our cooperation,” the envoy 
warned. “We both must take bold 
measures to overcome these negative 
forces." 

From China's point of view, the 
warming in Sino-US relations en- 
abled accusations of foreign involve- 
ment and responsibility for the June 
disturbances to be shifted away from 
the centre of China's internal political 
debate. This may be primarily in- 
tended to avert the danger of foreign 
policy again becoming hostage to in- 
ternal factional struggle, but it also 
weakens one of the hardliners' most 
powerful political weapons. 

The timing of Scowcroft's visit — while 
Congress was out of session, while Bush still 
enjoyed the afterglow of the Malta summit 
and while the US media's attention was fo- 
cused on events in Eastern Europe — 
helped reduce the political costs of the move 
for the US administration, observers said. 
“Bush knew he would take some hits on 
this, but there would never be a better 
time," one Peking diplomat commented. 

Nevertheless, criticism over the visit 
erupted both in Congress and in the edito- 
rial columns of some of the major US news- 
papers. The editorials were significant be- 


div 


21 DECEMBER 1989 





to set the tone of the public debate over 
Scowcroft's visit. They also follow a series of 
. recent editorials attacking Bush's rejection of 
_ the so-called Pelosi Bill, passed by both 
. houses and strongly opposed by Peking, 
= Which would have allowed Chinese stu- 
.. dents in the US to stay in the country after 
their exchange visas expired. Bush's posi- 
on the bill was described as "servile," 
ning” and "obsequious." 
sm of Bush's move was also 
similar to congressional criticism, 
acrimonious exchanges be- 
president and an alliance of legis- 
nd public opinion formers. Many 
ators now say they are determined to 
: the Pelosi Bill in January. Others, 
: however, thought Bush's initiative was 
risky but thoughtful, and may be vindicated 
in time if it helps the more moderate ele- 
. ments in the Chinese leadership and results 
__ inasoftening of Peking's repressive policies. 
Ла the end, however, the consequences 
i st prese Congress criticism against Bush 






















“cause they were unanimous, and are likely | 


may be limited. Congress will not reconvene 
until late January, and before that Bush may 
rule with impunity that it is in the US na- 
tional interest to allow a US communications 
satellite to be launched by Chinese rockets 
and could, on similar grounds, lift the ban 
on multilateral lending to China. 


qually, for all the furore over China 

sanctions after the Tiananmen 
massacre, the main body of the 
i 44 sanctions has not become law be- 
cause the bill was vetoed due to procedural 
measures. Some legislative staffers say the 
Scowcroft visit will galvanise the senators to 
pass the bill and challenge Bush to codify his 
‘own executive sanctions imposed in early 
June. But both the House and the Senate 
will have to decide whether to insist on a ban 
on high-level visits even after the Scowcroft 
visit. 

Ultimately, though, Bush's decision to 
make a unilateral concession now will be 
judged not by whether it succeeds in elicit- 
ing a specific ылай from ОЗЕ but 
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Е By John! McBeth in Manila 
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he battle may be over, but the war is 

far from won for President Corazon 
Aquino. Forced to contend with a 
disgruntled and deeply politicised military, 
а dismayed business community and grow- 
ing disenchantment among the population 
at large, she faces the most important deci- 
sions of her four-year presidency if demo- 
cratic: ment in the Philippines is to 









1 | an 600 others and barely 

failed in its objective. They have a lot to do 

ith the country's crur ibling infrastructure 

ad endemic corruption, but above all 

"Aquino must be seen to be introducing 

sweeping reforms, reining in her relatives 

and providing a clearer focus of where her 
government is headed. 

_ Asshe did after the August 1987 ара at- 

т vind the president came out fighting fr 














k power in 1986. Speaking to 200,000 
ad he scene of the people's ie 
2 revolution that toppled the late president 
. Ferdinand Marcos, she came close to 
-accusing Vice-President Salvador Laurel, 
= Senate minority leader Juan Ponce Enrile 
id. her кое cousin, Eduardo Co- 
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| Threat of another coup hangs over Aquino 


l'ime for toughness 


juangco, of having a hand in the uprising. 

Still, despite her spirited showing, she 
will be judged on deeds and not words. 
Whatever their true motivations — and they 
are still far from clear — the perception 
shared by rebellious supporters of cashiered 
colonel Gregorio Honasan's Reform the 
Armed Forces Movement (RAM) is that pre- 
cious little has changed since they played a 
decisive role in undermining Marcos’ 20- 
year rule. 

Aquino's greatest crisis came to an 
end early on 7 December when military 
negotiators persuaded 400 élite Scout Ran- 
gers to end their occupation of the Makati 
business district. But the manner in which 
they did so sent an unmistakable and 
somewhat chilling message. Heavily armed 
and chanting their regimental song, the 
troops marched defiantly out of Makati and 
through the swank Forbes Park district to 
their Fort Bonifacio barracks. 

“We are not surrendering,” yelled Capt. 
Danilo Lim, “we are voluntarily going back 
to our unit.” Philippine Military Academy 
(PMA) superintendent Brig.-Gen. Arturo En- 
rile, who took part in the night-long negotia- 
tions, also declined to call it a surrender. "1 
don't want to explain that any further," he 
said. : 

Brig. Gen. пе had said the men 
would only be carrying unloaded weapons. 
When Wy filed out of Makati, however, 
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rather in terms of its perceived im pact on : 
current political struggle within the Chine 
leadership over the longer term. 

Washington's move towards 
chement with Peking comes at a time 
worsening economic conditions in C 
and recent political events in Eas 
have greatly complicated < y 
crisis. The sudden collapse of 1 
Marxist-Leninist regimes in Cz 
and East Germany has lent | 
China’s embattled сат | 


five years under former premier i 
general secretary Zhao Луд 

countering considerable resistan 
point document (REVIEW, 7 Dec.) 
been officially released, even though i 
formally adopted by the central cor 
in early November, nor has there been ай 
concerted attempt to “sell” the more ex- 
treme anti-reform provisions of the decision 
through the state-controlled media. 
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they were carrying all their arms and ame 
munition. “We don't care if our demands. 
have not been met," a young ranger lieuter 
ant told the Review. “We have made ou 


. We have seen the suffering of the 
people and we are fighting forthe реоріе 

By announcing a national state of emer - 
gency on 6 December, the president wasap- 
parently not expecting a break in the Makati 
siege. Indeed, her haggard appearance dur- 
ing a rambling television address som 
hours earlier, in which she appealed alm: 
pathetically for popular support, had sh 
ned many viewers after the composure sh 
had displayed early in the crisis. 

However, the Philippine Congress now. 
appears to have watered down emergency. 
legislation which would have enabled her to 
take more draconian measures. Meanwhile 
Press Secretary Adolf Azcuna ackno 
ledged there was "a lot of repairing" to 
done. Asked indirectly about the ¥ 
Aquino is seen to condone the feather: 
ing of her relatives, he replied: "She w 





needs for reforms, including cron nyi 

Not everyone is convinced, how 
Even at the height of her popu arit у, А 
was reluctant to use her powers in a 
manner. Few believe she will do so no 
Apart from making a few cosmetic сі 
in her cabinet, she will turn to the pe 
trusts the most — and to those ve 
who are seen to have contribute 
waning popularity. 

The coup this time was a m 
proposition from те 
volved both the military's élite 
Rangers and the Marines — : 
trated that though RAM may 
nucleus of the rebels, it ha: 
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by a much broader range of officers — from 
raw platoon commanders to seasoned gen- 
erals. 

First Marine Brigade commander Brig.- 
Gen. Cesar Abella could only shake his head 
over why all but one company of the 4th 
Marine Battalion broke the Marines' code of 
discipline and joined the coup. 

The major who commanded the battal- 
ion was a non-PMA graduate who only took 
over the unit in July. The background of his 
immediate senior, Fort Bonifacio-based 
operations officer Lieut-Col Romelino Gojo, 
may provide a better clue. A first cousin of 
Honasan, Gojo is a former commander of 
the composite security battalion in Marcos’ 
crack Presidential Security Group — a posi- 
tion which no doubt gave him considerably 
more clout than he has enjoyed since. 


he government sought to play down 

| the scale of the incident by pointing 

out that only 2% of the armed forces 

were involved. What they did not quantify 

was the percentage of officers who joined 

the rebels, a much more significant statistic 

given their command positions and the sus- 

picion that many more either sat on the 

fence or were deliberately held in reserve for 
future action. 

Perhaps the most immediate of the presi- 
dents problems is whether the military 
shows more determination than in the past 
in tracking down Honasan and his core 
group. Even senior military officers acknow- 
ledge there is no guarantee against another 
coup until Honasan is captured. 

. At this stage, only about 1,800 of the 
2-3,000 strong rebel force appear to be in cus- 
tody. And among the other leaders still at 
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large are Logistics Command chief Commo- 
dore Domingo Calajate, former Western 
Visayas Police Constabulary (PC) command- 
er Brig.-Gen. Edgardo Abenina, Marcos 
loyalist Brig.-Gen. Jose Zumel and at least 
four RAM escapees who, like Abenina, were 
awaiting sentencing for their role in Hon- 
asan's 1987 coup attempt. 

Certainly one focus of the five-man com- 
mission Aquino has appointed to investi- 
gate the rebellion will be the alleged role of 
Laurel, Enrile, Cojuangco and a list of other 
civilian collaborators, including members of 
a private gun club suspected of acting as 
snipers in the Makati stand-off. 

The coup would never have been possi- 
ble without substantial financial backing, 
perhaps as much as  P50 million 
(US$2.25 million) for the rebel troops, ac- 
cording to National Capital Region Defence 


How the rot set in 


Six rebellions in the armed forces show the 
emergence of a virtual political party in the 
ranks. The mutineer organisation — RAM 
(Reform the Armed Forces Movement)- 
Soldiers of the Filipino People — see them- 
selves, not “people power,” as the force 
that put Aquino in power. 

The rebels’ mind-set — that they are the 
praetorian guards of the Philippine presi- 
dency — seems to have a firm hold in the 
body politic. Out of the Marcos regime has 
emerged its cruellest curse: the militarisa- 
. tion of Philippine politics. 

The Marcos rule caused the breakdown 
of mechanisms that usually ensure de- 
politiciation of the military. Aquino's adop- 
tion of a 1986 Freedom Constitution also 
sent the message that the nation's most 
basic rules-of-the-game were simply a 
piece of paper backed up by arms. 

The traditional ideological education of 

the military had been gradually debased, 
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with both Philippine Military Academy 
(PMA) cadets and enlisted men's cur- 
riculum including courses on Marcos’ 
ghost-written books, his paid academics' 
theorisations on “constitutional au- 
thoritarianism," and a former communist's 
notion of a "Filipino ideology." 

Thus it is not surprising that 
semblances of a political programme com- 
ing from the mutineers were a hodge- 
podge of slogans. For example, rebel gen- 
eral Edgardo Abenina's statement as the 
rebellion broke out called it an exten- 
sion of the 30 November 1889 "true Filipino 
Revolution," that it would restore the 
"dignity of the Filipino race," and "re- 
deem the country's mortgaged sovereignty 
and finally break the chains of social 
slavery." 0 

It is also unsurprising that the core 
mutineers were officers in their 30s and 
early 40s commanding élite troops. This is 
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Command chief Brig.-Gen. Rodolfo Biazon. 
“A lot of big businesses want change badly 
because they feel there is no direction to this 
government, said a Western diplomat. 
"The financiers are still out there and they 
still want change. I don't think Aquino will 
take the sort of action required by these 
people." 

If Aquino is going to change her leader- 
ship style, then teaching the rebels a hard 
lesson would appear to be the logical place 
to start. It is felt that the leniency she has 
shown in the past has been her undoing. Of 
the 40 or so key officers involved in the 1987 
putsch, just half have been punished and 
only one received a substantial prison term. 
Honasan has remained suspiciously elusive 
since he escaped from custody last year. 

But dealing harshly with the military this 
far down the road could not only be prob- 


the generation of PMA cadets that had ex- 
perienced the martial law-era erosion of 
the former indoctrination against political 
involvement, the ultra-rightwing of the 
country’s "lost generation" — in some 
ways the reverse image of the communist 
New People's Army's university-bred field 
commanders. 

More crucial to the transformation of 
the military faction into a covert political 
party has been the erosion of party politics. 
Marcos in 1972 had quickly filled up the 
vacuum left by the decimation of the dec- 
ades-old Nacionalista and Liberal parties 
by setting up a monolithic Kilusang 
Bagong Lipunan party, whose "cadres" 
through patronage and sheer bribery kept 
military leaders in tow. 

This had worked, until the younger 
officers moved up to colonel rank to form 
the core of the de facto political party RAM. 
When the Marcos' machinery started to 
crumble after August 1983, with political 
organisations sprouting on all sides and 
big business withdrawing its crucial sup- 
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Pro-Audino cally: OTP power. 


lematic, it may well be too late. While most 
of the rank-and-file rebels are expected to be 
granted clemency, the 128 officers facing the 
toughest penalties are among the best in the 
military. And inside the stockade or out of it, 
their influence — like that of Honasan — is 
likely to remain. 


deliberately designed to show that 
Honasan has surrounded himself 
with able, well-educated officers and that 
the divisions in the ranks go much deeper 
than previously assumed. Western intelli- 
gence sources now believe that half of 
Honasan's 1971 graduation class, perhaps 
as many as 40 officers, have committed 
themselves to his cause in one way or 
another. 
What appears to separate the 1971 class 


( ~ ome analysts feel the Makati siege was 


port, the RAM party grew bold enough to 
plan a coup d'état. 

There has been no reconstruction of 
broad-based and organisational strong po- 
litical parties since Corazon Aquino was 
put in power. The man on the street in 
Manila hardly can distinguish between the 
Lakas ng Demokratikong Pilipino (LDP), 

ae the ruling party yet packed 

with political opportunists, and the pro- 
Aquino, but more ideological ppp-Laban, 
"ог the “revitalised” yet still weak Liberal 
Party. The opposition Nacionalista Party is 
viewed only as an alliance of Marcos “loyal- 
ists” and disgruntled Aquino supporters. 

With all these politicking for popular 

support, a genuine rightist party has not 
emerged, even as a legal Left party, the 
Partido ng Bayan was made impotent by 
the КАМ 8 vicious attacks in 1986-87. 
It is this vacuum the RAM-Soldiers of 
‘ilipino People faction has been at- 
tempting to fil. However, its nature has in- 
herent weaknesses. Its morbidly high self- 
esteem as a military VLA d: has pre- 
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> from others is Honasan’s aggressive leader- 
* ship, his former job as security chief for then 
defence secretary Enrile and his high profile 
in the 1986 uprising that gave him a large 
measure of legitimacy. The infection, if that 
is what it is, spread from there. Indeed, talk- 
ing to rebels and government soldiers alike it 
is clear that if their methods may be different 
at this point, many of their grievances are 
shared. 

The coup underscored the conviction 
that it is the political structure as much as 
Aquino's government itself which has failed 
the people. Now the military is becoming in- 
creasingly politicised — right down to the 
youngest officers — and the rebellious fac- 
tions see themselves as the only group with 
the discipline and unity of purpose to get 
things done. 

Some diplomats sense the revolt repre- 
sents a watershed in Philippines politics, 
where a host of contradictory factors — 
among them the tactical alliance between 
RAM and Marcos loyalists, criticism of the mi- 
litary leadership and even gripes over prom- 
otions and conditions — have come to- 
gether. But, according to this analysis, it is 
being driven by the younger officers who 
are now convinced the only possible solu- 
tion is radical change. 

Ina nation that has never gone through a 
genuine social revolution and is still haunted 
by centuries of feudal rule, despite demo- 
cratic trappings, the change the rebels vi- 
sualise could centre as much on the dynas- 
ties of the élite as anything else. If this is the 
case, then their big business backers may be 
deluding themselves if they think they can 
somehow control a new military leadership 
which may want it all. 5 


vented it from establishing links with any 


social sector. 
This was quite evident in its miscalcula- 


tion that there was massive discontent over 
Aquino, that it would take only an increase 
in petroleum prices to spark an insurrec- 
j te that its success 
in 1986 owed much to the business-mid- 


dle-class sectors’ disillusionment with Mar- 
COS. the Makati financial district 


was undoubtedly the best way to paralyse 
the country; politically, it has alienated the 


rebels from the business sector. 

Toa cnr tides. zoo ga 
spring from its military organisation, not 
only contro of weapons but the 
camaraderie which has prevented the mili- 
tary faction loyal to Aquino from capturing 
and punishing known coup leaders since 
1987. With Aquino and congress йу 
moving to increase soldiers’ allowan 
Md the подвигу поен die миру не 
coup, this camaraderie could even be 
transformed into gratitude towards the 
coup leaders. ` m Rigoberto Tiglao 
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REFUGEES 


Furore over forced 
repatriation of Viets 


Cash on 
delivery 


By Philip Bowring and Emily Lau 
in 1 Hongkong 





orrowing from the tradition of the po- 
B lice state, the Hongkong Govern- 

ment chose the hour of three in the 
morning to begin the forced repatriation of 
Vietnamese boat people. The 12 December 
operation followed a secret agreement be- 
tween London and Hanoi which bought 
Vietnam's acquiescence to the policy. 

But while the British and Hongkong gov- 
ernments have begun to put into action their 
long-standing threat to send back bóat 
people deemed not to be genuine refugees, 
the consequences, for Hongkong itself and 
for the 36,000 unscreened boat people still in 
the territory, are murky. So too are the mo- 
tives of the British Government, which was 
loudly condemned for the move at home 
and overseas — particularly in the US. 

Although popular in Hongkong, the 
forced tepatriation is regarded by many as a 
smokescreen designed to divert attention 
from how little Britain is doing to help 
Hongkong on the more vital issues that it 
faces: nationality and constitutional deve- 
lopment in the run-up to 1997, when China 
recovers sovereignty over the territory. 

The pre-dawn swoop on the boat people 
went off easily enough. Fifty-one of them at 
a detention centre only 10 minutes' drive 
from the airport were bundled, protesting, 
into caged trucks under the eye of a much 
greater number of police and prison officers. 
They were put on board a government«com- 
mandeered Cathay Pacific Tristar (which 
normally seats about 250 people) which took 
off at 5 a.m., before the airport is normally 
allowed to open, and were in Hanoi by 
breakfast. 

More than half of those moved were 
women and children. The operation in- 
volved such a small and carefully chosen 
number of people that it gave little indication 
of the problem of forcibly repatriating Viet- 
namese, against their will and under the 
glare of international publicity, on a scale 
large enough to make much of a dent in the 
numbers. 

Indeed, it was not clear whether the op- 
eration represented the beginning of a large- 
scale exercise which later would involve 
boats as well as aircraft, or was intended 
mainly as a demonstration: to dissuade 
more Vietnamese from coming early 
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у Ma 
winds blow their boats north to 
Hongkong; and to bring Hong- 
kong’s boat people problem 
dramatically to world atten- 
боп. 
"^ One obstacle to mass repat- 
· riation is the inefficiency of the 
-Hanoi bureaucracy in process- 
ing returnees. The UN High 
- Commissioner for Refugees 
. (UNHCR)-monitored voluntary 
“repatriation programme is 
. going very slowly for that very 
_ reason, with about 1,000 boat 
people who were willing to go 
^ back being unable to do so be- 
«cause of the lack of clearances at 
the Vietnamese end. 

For Hanoi, acceptance of the 
12 December flight's reluctant 
passengers marked a major 
change in policy — though For- 
eign Minister Nguyen Co 
Thach tried to draw a distinction between 
“forced” and “involuntary” repatriation. For 
Напоі, the visible return was a grant of 
around US$600 per person — similar to the 
amount given for those who return under 
the voluntary repatriation programme. The 
money for Hanoi will be provided equally 
_ by Britain and Hongkong. 
_ The unstated gain for Vietnam is proba- 

bly on the international political front. Part 

_ of the quid pro quo could well have been the 
` marked shift in British policy towards the 
= Vietnam-backed Hun Sen government in 
27 Cambodia announced in November. Britain 
_ acknowledged the Vietnamese troop with- 
___ drawal, distanced itself from the Cambo- 
22 dian resistance and offered aid to Cambodia 
| e ‘through Unicef. Aid for Vietnam itself can- 
^. not now be ruled out. 

^ I Hongkong itself, the action was 
-largely endorsed by most members of the 
- Legislative Council who view the boat 
` people as an unsupportable burden. Some 
| want the Hongkong Government to go fur- 
222 ther and abandon its first asylum policy. But 
: despite the claims that the boat people аге 
an intolerable burden on Hongkong, the 
-total number now in the territory is 
‘roughly equal to the current annual 
migration of Hongkong people — to 
the very same countries which have 
been resettling the Vietnamese. 

Indeed, other local people were 
aware that, to the rest of the world, 
Hongkong’s attitude appeared self- 
ish and hypocritical. On the one 
hand they were forcibly repatriating 
those who, at some risk to their lives 
— whether for political or economic 
reasons — fled Vietnam for a better 
Ше. On the other, they expect the rest 
‘of the world to help protect them 
from the threats posed to their politi- 
cal and economic well-being by Pe- 
ng 5 takeover. 





















































Critics also note that Hongkong is stuck 
with the boat people as a result of a previous 
policy miscalculation — the screening po- 
licy, introduced in June 1988, to confine ref- 
ugee status to a small number was sup- 
posed to be a deterrent to new arrivals. It 
failed completely in that regard, at the same 
time landing Hongkong with large numbers 
of people that Hongkong itself said were in- 
eligible for resettlement as refugees. 


eelings against forced repatriation are 

running particularly high in the US. 

The State Department said it "deeply 
regrets" the Hongkong action, which came 
only hours after an appeal by Secretary of 
State James Baker to British Prime Minister 
Margaret Thatcher not to go ahead with the 
plan. Many congressmen expressed out- 
rage. 

Stephen Solarz, influential chairman of 
the US House of Representatives sub-com- 
mittee on Asian affairs, said he was particu- 
larly appalled that Britain had moved with- 
out ensuring proper safeguards for the sc- 
reening process, or any mechanism to 
monitor the treatment of those sent back. 





Final resistance of the expelled boat people. 





it said. ve confident that 
Hanoi would “honour their as- 
surances of good treatment.” 
But as the UNHCR had, as a 
matter of principle, refused 
to monitor the fate of forced 
returnees, the job would be left 
to the British Embassy іп 
Hanoi. - 

Currently, it is doubtful that 
US anger will affect the US 
off-take from the 12,100 ref- 
ugees in Hongkong accepted 
before the screening policy. 
came into effect or among the: 
small minority screened-in 
since. At the Geneva confer- 
ence in June on Indochinese 
refugees, Western countries ag- 
reed to absorb all 55,000 at that 
time accepted as refugees in 
Asian countries of first asylum 
within three years, with the 
US taking 5076. 

But there is no doubt that Washington 
sees a direct link between help for Hong- 
kong itself in the run-up to the Chinese. 
takeover and the territory's own attitude to 
the boat people. Solarz has been spearhead- 
ing a move to establish a multilateral 
framework to take in Hongkong people 
should they wish to go after 1997. For Hong- 
kong to adopt a policy which appears to 
friends overseas as mean and as having ra- 
cial overtones, could be highly damaging, 
demonstrating yet again the myopia and 
lack of political experience of Hongkong's 
appointed leaders. 

In London, the issue generated enough 
stir to justify a House of Commons debate 
scheduled for 19 December. However, 
though the opposition Labour Party will use: 
it to portray Thatcher as "heartless," itis un- 
likely to make much difference to either 
party's stand on the issue of nationality and 
right of abode for Hongkong peopie.. 
Thatcher wants to keep strict limits on the 
numbers and conditions of those to be of- 
fered right of abode in Britain. And Labour 
will not outbid her. 

, 1n Hongkong, the international 
outcry prompted the local govern- 
ment to state that no further forced 
repatriations would take place before 
the British Parliament debated the 
issue. Meanwhile, the boat people 
furore diverted attention away from 
a meeting in Canton of the commit- 
tee drafting Hongkong's post-1997 
constitution, the Basic Law, which 
approved a threateningly vague 
clause to prevent Hongkong being 
< used for "subversion" against the 
mainland. That clause alone is likely 
to result in an exodus from Hong- 
kong greater than the total num- 
ber of boat people now in the 
territory. u 
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FLOATING HOTEL 
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FROM THE.PARKROYAL COLLECTION 


QUAYSIDE AT HERO SQUARE 


With the facilities 
& luxury business travellers 
are accustomed to throughout 
Asia, the deluxe Saigon 
Floating Hotel is quayside 
at Hero Square, right in 
the heart 
of the city. 


The city’s 


new business 


of any hotel in the city, 
operating 15 hours every day 
with secretarial services, 
interpreters, international 
telephone, fax & telex and 
use of personal computers. 
Meetings for up to 200 
people can be staged, with 

a full range of audio visual 


equipment. 


CITY HAS ONE OF 
HOTELS. 





own hotel training school, 
the level of service is assured. 
They are directed by General 
Manager Patrick Imbardelli 
of Southern Pacific Hotel 








and social Guest facilities include | Corporation, the South 
centre, the two іпіет- Pacific’s leading hotel 
hotel is surely destined to national group which operates 
become one of Asia’s top standard over 40 hotels in 
hotels. restaurants Australia, New Zealand, 
It offers 200 fully ... The the South Pacific, 





Oriental Court and The 
Verandah... the Down Under 


appointed deluxe air condi- Malaysia and Thailand. 


tioned rooms, which even Reservations may be 


include satellite TV and hotel discotheque, two bars, 24-hour made direct with the hotel, 


purified drinhing water. room service, saunas © gym. your airline, 


There is And from early Delton 
the most 1990, a swimming Reservations 
comprehensive pool & tennis court. in Asia, or 
Business & As the staff through your 





Meeting Centre are graduates of our travel agent. 


THE SAIGON FLOATING HOTEL: QUAYSIDE AT HERO SQUARE. 1A ME LINH SQUARE, HO CHI MINH CITY, VIETNAM. 
TEL: 84.890783 FAX: 84.890784 TELEX: VT812614 HOTL. MAIL: PO. BOX 752, HO CHI MINH CITY. 
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The Parkroyal Collection features fine hotels... In Australia: Sydney (3) * Мату * Parramatta * Melbourne * Adelaide 
“ Canberra * Perth * Brisbane * Gold Coast * Cairns. In New Zealand: Auckland * Christchurch * Wellington * Queenstown. 
In the South Pacific: Tahiti * Moorea. Malaysia: Kuala Lumpur * Penang (opens 1990). Vietnam: Ho Chi Minh City. 
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Both at home and abroad, smart businessmen are discovering what the Taipei See us first. 
` World Trade: Center сап до {ог them. 

TWIC houses othe most extensive permanent product. display. under one 

roof in Asia-over 100000 import and export products in ай: And our international 

trade shows set new standards. for product exhibition more than 20 ti mes а year 


No wonder so many of the world's top traders come to” 
in motion! 


Operated пу: 





10509. Taiwan, epublic of China 
do set business 18 (02025391 ^^ S45, 
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REGIONAL AFFAIRS 


BRIEFING 
China and Indonesia work 


on normalisation agreement 


> Senior Indonesian and Chinese officials 
met in Jakarta in early December to hammer 
out an agreement leading to full 
normalisation of diplomatic ties between 
the two countries. Relations were severed 
in 1967 when Jakarta accused Peking of 
complicity in a coup attempt. Foreign 
ministers are expected to meet in early 1990 
but no date has been set. Few details of the 
discussions were made public, but sources 
said the delegates had not reached final 
agreement on how to treat the estimated 
350,000 Chinese nationals living in 
Indonesia and the estimated US$65 million 
in sovereign debt owed to China by 
Indonesia on which payments are past 
due. 


Hongkong and China 
at odds over future 


> Britain and China failed to reach 
agreement on important issues affecting 
Hongkong at the 14th session of the 
Sino-British Joint Liaison Group, which met 
in Hongkong on 5-8 December. The group 
is a diplomatic body set up to consult and 
liaise on the implementation of the 
Sino-British agreement to return Hongkong 
to China in 1997. Chinese officials criticised 
Britain for raising Hongkong at international 
forums and urging foreign governments to 
put pressure on Peking. China also was 
unhappy with the Hongkong 

Government's decision to move in 1992 the 
territory's military headquarters from its 
current prime location to a more isolated 
one. Meanwhile, a senior Chinese official 
said that the Hongkong Alliance in Support 
of the Patriotic Democratic Movement in 
China, a local lobby group, would be 
banned after 1997 if it did not retract what 
he alleged was its aim of overthrowing the 
current regime in Peking. 


Indian premier faces early 
test over Sri Lanka force 


> Indian Prime Minister V. P. Singh faces 
an early foreign policy test on whether his 
new government should accelerate the 
existing timetable for the withdrawal from 
Sri Lanka of the Indian Peace-Keeping 
Force. Although a planned end-of-year 
pullout agreed in September is now 
unrealistic, Singh could opt to speed up the 
current rate of withdrawal. Sri Lanka's 
anxiety over the issue was seen in its 
despatch of Foreign Minister Ranjan 
Wijeratne to New Delhi on 7-8 December. 
Wijeratne said an average of about 1,500 
troops left each week and that by the 
beginning of this month, the remaining 
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forces amounted to some 25,000 men. If the 
figures are accurate, the last Indian troops 
might not leave until April 1990, a prospect 
which worries Sri Lankan President 
Ranasinghe Premadasa, whose political 
position depends upon a faster reduction of 
the Indian presence. 


Japan's opposition passes 
first-ever upper house bill 

> A bill abolishing Japan's newly 
introduced 3% consumption tax was 
passed by 136 votes to 111 in the upper 
house of parliament. All major opposition 
parties voted for the bill while the ruling 
Liberal Democratic Party (LDP) voted 
against. The vote marked the first occasion 
since World War II that an opposition bill 
has been passed by the upper house. The 
lower house of parliament, where the LDP 
holds a majority, is expected to reject the bill 
or to delay a vote until after the end of the 
current parliamentary session. The 
consumption tax, however, is likely to be 
modified early next year so as to exclude 
fresh food and some other items. 


оа! пинова 


Days lo in ta | labour с чама е 1988" | 
'000 тап-дауз | 5 2 
5,000 


T US Britain France Japant 

. "Based on dala from each: country. Labour disputes, as a rule, . 

- involve protest action. 

| 1Јарапеѕе figures P qus days of disputes involving protest айе 
and factory closure, | 


Source: Bitte 1 


British to close Gurkha 
recruitment camp in Nepal 

> The British Gurkha recruitment camp at 
Ghopa, Dharan, 320 km southeast of 
Kathmandu, is to close from 31 December 
and the 75-bed hospital run by the British 
army is being handed over to the Nepal 
Government for civilian use, an official 
source said. London has pledged to grant 
US$4.7 million financial assistance to help 
run the hospital. Following the closure of 
the Dharan camp, the British Government 
would maintain only one Gurkha 
recruitment camp, in Pokhara. The closure 
is part of the British Government's 
retrenchment of the Gurkhas who will lose 
their Hongkong role once that colony is 
handed over to China in 1997. 
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Breakthrough reached on 
deal with disgraced Chun 
> A dramatic 
breakthrough has 
been made in the 
protracted 
negotiations over 
former South Korean 
president Chun Doo 
Hwan's parliamentary 
testimony and 
accounting of his 
government's 
misrule. Rep. Chun Ho Yong of the ruling 
Democratic Justice Party, a former Special 
Forces commander widely held responsible 
for the bloody suppression of the Kwangju 
uprising of May 1980, said for the first time 
on 9 December that he will retire from active 
politics if so demanded by President Roh 
Tae Woo. Сћип 5 retirement has been a 
sticking point in the negotiations with the 
opposition parties. 





Chun. 


Malaysia hopes for accord 
with Sarawak guerillas 


> Following its peace accord with the 
outlawed Communist Party of Malaya on 2 
December, the Malaysian Government 
expects the similarly outlawed North 
Kalimantan Communist Party (NKCP) soon 
to lay down arms. NKCP leader Wen Min 
Chuan, currently residing in China, 
recently sent an emissary to meet Malaysian 
authorities in Thailand and convey his 
willingness to discuss ending the group's 
30-year-old guerilla struggle in the Sarawak 
jungles. The group has dwindled to 42 
members operating in the Rajang security 
command area, which covers the districts of 
Rajang, Sibu, Kapit and Sarikei. 


US abhorrence for 
Khmer Rouge grows 
> As fighting in Cambodia continues, 
abhorrence for the Khmer Rouge resistance 
faction suddenly is gaining political 
momentum in the US. Congressman Chet 
Atkins, who comes closest to supporting 
the Hun Sen regime in Phnom Penh, 
managed to collect more than 200 legislators’ 
signatures for a letter to Secretary of State 
James Baker, expressing concern at US 
support for power-sharing by the Khmer 
Rouge. Rep. Stephen Solarz has unveiled a 
scheme for establishing a UN trusteeship in 
Cambodia to disarm all four factions 
including the Khmer Rouge — anidea which 
now has been adopted by Australia. Former 
CIA director William Colby has spoken up in 
favour of piecemeal "peace process" 
solutions, such as one proposed by Thai 
Prime Minister Chatichai Choonhavan. 
e 
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GIiONAL AEFFATRS 


By James Clad in New Delhi 


n eventful week followed V. P. 
A sess installation as India’s new 

prime minister on 2 December; key 
cabinet appointments promised steadiness 
in economic management while new moves 
addressed old political problems both 
within and outside India. But the week 
closed with unwanted drama, when 
Kashmiri extremists kidnapped the daugh- 
ter of newly-appointed Home Minister 
Mufti Mohammed Sayeed and forced the 
government to release five detained sep- 
aratists. : 

Singh has shown considerable flair in his 
initial decisions, with his cabinet choices 
showing he intends to continue the slow 
liberalisation of the Indian economy. Sworn 
in with their colleagues on 5 December were 
Finance Minister Madhu Dandavate, and 
Industry Minister Ajit Singh, secretary-gen- 
eral of the Janata Dal party, the mainstay of 
Singh's National Front minority govern- 
ment. 

Finance Ministry sources said that initial 
statements by Dandavate, promising a 
crackdown on "black money," (undeclared 
income) should not be taken at face value. A 
more pragmatic attitude to commercial real- 
ity would prevail. Ajit Singh had earlier 
failed to win election as the chief minister of 
Uttar Pradesh state (REVIEW, 14 Dec.). US- 
trained, he has a background in computer 
and telecommunications technology. 

The other key economic portfolio, com- 
merce, has gone to Arun Nehru, an architect 
of the Janata Dal's electoral victory and a 
man with a reputation for pragmatism. 
Sharad Yadav, an engineer and former im- 
prisoned anti-Congress student leader, has 
taken the important textiles and food-pro- 
cessing portfolios. A key indication of Ya- 
dav's influence will be the government's 
position on a controversial investment by 
the US multinational Pepsi-Cola. 

Outside the cabinet, Singh has ap- 
pointed former Karnataka chief minister R. 
K. Hegde as deputy chief of the prestigious 
Planning Commission; Hegde has a reputa- 
tion as an economic innovator in his state. 
The World Bank and other external aid 
donors are watching closely to see whether 
Hegde, with Singh's support, retains such 
Planning Commission members as Abid 
Hussein, an articulate defender of economic 
liberalisation policies. Singh's decision to ap- 
point Hegde to the Planning Commission 
overrode recommendations that he accept a 
public sector enthusiast. 
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_ Singh's moderation tested by Kashmiri militants 


Extremist challenge 


Singh has chosen I. K. Gujral as the 
new foreign minister. Gujral held various 
portfolios in Congress governments during 
the 1960s and 1970s; he was also India’s 
ambassador to Moscow in 1976-80. Arif 
Mohammed Khan, a lawyer and former 
member of the Congress party, has become 
energy minister. 

Former prime minister Rajiv Gandhi's es- 
tranged sister-in-law Maneka Gandhi has 
become a minister of state in the Environ- 
ment and Forests Ministry; she is known for 
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A distraught Sayeed (right). 











her strong positions against environmen- 
tally hazardous projects. 

Perhaps Singh's most surprising ap- 
pointment was Sayeed as home minister. By 
placing a Muslim in charge of one of the 
country's most powerful portfolios Singh 
has graphically reaffirmed India's secular 
stance. 

The new prime minister has shown im- 
agination in other ways. His quickly ar- 
ranged visit to Amritsar, the site of the Sikh 
religion's holiest shrine, the Golden Temple, 
showed pluck and shrewd instinct. Singh 
instantly endeared himself to local crowds 
by touring city streets unprotected in an 
open vehicle; the contrast to former prime 
minister Rajiv Gandhi's style could not have 
been more pointed, or dramatically express- 
ed. (Many Sikhs blame Gandhi for failing to 
stop anti-Sikh riots in November 1984.) 

Singh's prayers of atonement at the tem- 
ple, the site of a bloody army attack in mid- 
1984 ordered by Gandhi's mother and pre- 
decessor Indira, also helped to cement likely 
support in parliament. The militant Sikh 
group, the Akali Dal (Mann) faction, won 10 
of Punjab's 16 seats in the recent election. 

Unfortunately, this tone took a bad 
knock on 8 December, as extremists backing 
another cause, Kashmiri separatism, kid- 
napped the home minister's 21-year-old 
daughter, Rubiya Sayeed. They threatened 
to kill her unless the government released 
five Kashmiri militants. The outrage came 
as a double affront to Singh, who had prom- 
ised to give early attention to resolving the 
continuing communal tension in India's 
northernmost state. By 12 December, it had 
become clear that negotiations with the kid- 
nappers had resulted in capitulation to their 
demands. в 





MALAYSIA 1 


Spy accusation reveals regional suspicions 


Neighbourly interest 


By Suhaini Aznam in Kuala Lumpur 


alaysian police arrested seven 
Malaysians and two foreigners 
under the Internal Security Act 
(ISA ) in August, for having allegedly sold 
Malaysian military secrets to a fellow Asean 
country, Deputy Home Minister Datuk 
Megat Junid Megat Ayub told parliament on 
6 December. Junid was replying to opposi- 
tion Democratic Action Party MP Karpal 
Singh, who had asked him to confirm the ar- 
rests and allegations that they were spying 
for Singapore. “In the interests of Asean sol- 
idarity” Junid refused to name the country 
involved. 
Five of the Malaysians arrested were 
serving members of the Malaysian armed 
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forces and the other two were reported to be 
civilians employed by the Defence Ministry. 
A 10th person who had initially.been de- 
tained was subsequently released, while 
one of the nine has since been placed under 
restriction orders. The rest are being held in 
the Kamunting detention camp in Perak. 

To date, the identity of only one is 
known: Lieut Dharamjit Singh, a Malaysian 
naval officer, whose family had hired Karpal 
Singh, a lawyer, to represent him. 

Malaysia has chosen to play down the 
case. It plans merely to send a “friendly 
note” to the country concerned, without 
making it an official protest through dip- 
lomatic channels, Deputy Prime Minister 
Abdul Ghafar Baba said. The information 
sought by the other Asean country was not 
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really secret but “from a security point of 
view, we had to act against those involved,” 
he told journalists. He believed this to be an 
isolated incident. 

The last time anyone was arrested here 
on charges of spying was in July 1981, when 
Siddiq Mohamed Ghouse, secretary to then 
deputy prime minister Datuk Seri Mahathir 
Mohamad, was accused of being a Soviet 
KGB agent and hauled in under the ISA. 
Three Soviet Embassy officials were de- 
ported within 24 hours in that incident. Sid- 
diq was released three years later. 


N. Balakrishnan writes from Hongkong: Sin- 
gapore’s newspapers reported the espion- 
age story in a low-key fashion, confining 
themselves to repeating newsagency and 
press reports from Malaysia. They did re- 
port, however, that Prime Minister Maha- 
thir was asked outside Malaysia’s parlia- 
ment whether the country concerned was 
Singapore and that he was said to have re- 
plied ^who said it was Singapore?" 

Mahathir made a three-day private visit 
to Singapore from 8 December to attend a 
university reunion. There were no official re- 
ports of him meeting anyone in the Singa- 
pore Government during the visit, which 
was billed as private. On 9 December, Singa- 
pore Prime Minister Lee Kuan Yew arrived 
in Malaysia for a five-day visit to Penang in 
what was also termed a private trip. Local 
press reports said he was accompained by 
a 17-member delegation. 


he Singapore newspapers earlier re- 

ported comments by Junid that a 

"neighbouring country" has been 
spying on Malaysia by using remote sensing 
equipment. The reports said both Thailand 
and Singapore posssesed such remote sens- 
ing equipment. 

The espionage case has come to light just 
months after the armed forces of the two 
countries conducted their first joint land- 
based exercises in May in Singapore and 
in October in the East Malaysian state of 
Sarawak, indicating military ties between 
between the two countries had improved. 

Gathering defence information on 
friendly powers is a routine task in most 
parts of the world and is usually confined to 
military attachés working out of embassies, 
the close reading of defence industry publi- 
cations and radio intercepts. Much of the in- 
formation sought concerns new arms aquisi- 
tions or updates to existing equipment and 
is generally tolerated. 

In the case of Malaysia, the country's 
proposed purchase of up to £1 billion 
(US$1.6 billion) worth of Tornado aircraft, 
artillery and support equipment from Bri- 
tain, plans to restructure the army as a con- 
ventional force from its traditional counter- 
insurgency role and its recent interest in es- 
tablishing a submarine force, could all ac- 
count for a heightened level of curiosity 
among Malaysia's neighbours. “ 
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MALAYSIA 2 


Sabah by-election confirms ruling party's power base 


Unity upheld 


By Suhaini Aznam in Ranau, Sabah 


or the Sabah opposition, the Ranau 
К by-election on 9 December was sup- 


posed to have turned the tide against 
the ruling Parti Bersatu Sabah (PBS), signal- 
ling the beginning of the end for its uneasy 
four-year rule. Instead, the test-case contest 
petered out with the PBS beating the new- 
born Angkatan Keadilan Rakyat (Akar). 
The by-election was prompted by the 
resignation of the incumbent state а5- 
semblyman, Datuk Mark Koding, who 


until August was Sabah’s deputy chief 


minister. Koding’s long- 
standing differences and 
personal rivalry with Sabah 
chief minister and PBS presi- 
dent Datuk Seri Joseph 
Pairin Kitingan came to a 
head that month, when 
Pairin sacked Koding from 
his posts in the state govern- 
ment. The PBS later expelled 
Koding. 

Koding recontested his 
seat on an Akar ticket, hop- 
ing a victory would tempt a 
clutch of Sabah's small oppo- 
sition parties to band to- 
gether, with Akar to oust the 
PBS and, more specifically 
Pairin. 

The two-week campaign pivoted around 
two main issues: the rivalry between ethnic 
Dusuns and Kadazans, who together form 
the majority group in Sabah, and recent in- 
vestigations by the Anti-Corruption Agency 
(ACA) into alleged malpractices in the Sabah 
Foundation. The ACA’s inquiries centre 
around allegations that some senior Sabah 
Foundation officers have been falsifying in- 
formation about logs exported by the foun- 
dation. 

The Sabah Foundation is a state govern- 
ment organisation chaired by Pairin. Its di- 
rector, Datuk Jeffrey Kitingan, is Pairin's 
brother. He was appointed by the founda- 
tion's then outgoing director, Tan Sri Ben 
Stephens, just before Pairin became chief 
minister. Jeffrey Kitingan was on holiday 
abroad for a month while interest in the ACA 
probe built up. The ACA recorded his state- 
ment on 11 December on his return to 
Sabah. 

The ACA probe, conducted by a federal 
government agency, led PBS supporters 
to conclude that its choice of timing was 
politically motivated. Ranau voters ob- 
viously did not take kindly to what they 
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Koding: defeated: 


saw as federal bullying of their leaders. 

Echoing Pairin’s sentiments that some 
federal leaders were working hand in glove 
with the Akar party, Ben Stephens said he 
was saddened to see local leaders, who “for 
the sake of advancing their own political am- 
bitions,” allowed themselves to be “used as 
agents of division” in the state. “It has be- 
come clear Akar leaders prefer to take orders 
from their Kuala Lumpur friends rather than 
protecting the rights and dignity of the 
people of Sabah,” he added. 

Whatever the basis of the investigations, 
extensive press coverage of the issue just 
before the polls obviously 
worked against Koding. 

Pairin had earlier alleged 
that certain federal leaders 
were plotting to topple the 
Sabah government. Federal 
leaders expressed surprise at 
the accusation. Pairin later 
flew to Kuala Lumpur to as- 
sure Prime Minister Datuk 
Seri Mahathir Mohamad that 
the PBS had no intention of 
leaving Malaysia’s ruling Na- 
tional Front coalition. Maha- 
thir in turn assured Pairin 
that the federal government 
had nothing to do with 
Akar. 

The polite shadow play 
was a sharp reminder of somewhat strained 
federal-state relations in the period after 
the PBS came to power in the 1985 state 
elections. The РВ5, then just a month 
old, had — to its own surprise — suc- 
ceeded in ousting the then ruling Berjaya 
Party, which Mahathir had personally en- 
dorsed. 

Relations between the PBS and Kuala 
Lumpur deteriorated further after Sabah's 
Malay Muslim leaders staged an abortive 
“coup” in a bid to prevent the predomin- 
antly Roman Catholic, ethnic Kadazan party 
from assuming office. This was followed by 
a year of political uncertainty, marked by 
sporadic bombings and arson, during which 
the Malay Muslim-led federal government 
tried to negotiate a truce between the rival 
Sabah parties. 

The PBS was in opposition when it won 
power and was only accepted into the Na- 
tional Front after it called a second state elec- 
tion in 1986, and was again voted in. Rela- 
tions have slowly improved since then, but 
the unspoken confidence shared between 
federal government and states on the penin- 
sula is still lacking. a 
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The regime removes effective opposition candidates 


The election charade 


By Bertil Lintner in Bangkok 


hen Burma’s elections commis- 
W sion ordered that the country’s 

207 registered political parties 
must state before 11 December whether 
they will contest the 27 May 1990 general 
elections, Burmese in Rangoon showed little 
excitement. Following months of repression 
and continued arrests of political leaders and 
activists, all hope that the ruling State Law 
and Order Restoration Council (Slorc) would 
permit fair elections has given way to de- 
spair. 

Indeed, diplomats in Rangoon say the 
political climate in Burma today is even 
more repressive than it was before the upris- 
ing for the restoration of democracy that 
swept the country a year ago. 


The latest crackdown on political cad 


began in earnest late in July, 
when the Slorc placed under 
house arrest Tin U and Aung 
San Suu Kyi, chairman 
and secretary-general, res- 
pectively, of the National 
League for Democracy (NLD), 
the main opposition party. 
More recently, the Slorc has 
stepped up verbal attacks 
against Aung San Suu Kyi, 
indicating that the govern- 
ment may be planning to put 
her on trial. 

Three other members of 
the NLD's nine-member cen- 
tral executive committee — 
Aung Lwin, who is said to 
have been tortured, Win Tin 
and Myint Myint Khin — 
also have been arrested, plus 
15 of 33 members of the 
league's central committee. 

One of the latter, Maung 
Thaw Ka, a former naval offi- 
cer, was sentenced by a mili- 
tary court on 5 October to 20 years imprison- 
ment with hard labour for "striving to create 
the secession of the navy from the army 
with intent to cause the disintegration of the 
army." 

Two letters, addressed to navy chief 
Capt. Than Nyunt, were produced as evi- 
dence. In the letters, written after the first 
massacre of unarmed demonstrators in Ran- 
goon in August 1988, Maung Thaw Ka said 
he had become involved in Burma's pro- 
democracy movement because "I cannot 
bear to see the blood of students and the 
people being shed [and because] I have 
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Aung San Suu Kyi. 





much goodwill to my cherished army and 
cannot bear to see its traditions and honour 
being sullied.” 

On 21 November, another oppositionist, 
Ye Htoon, who has been accused of master- 
minding a “rightist plot” against the regime, 
was also tried in a military court. He re- 
ceived 15 years for alleged political crimes 
and an additional four years for possessing 
an “illegal bank account” in Hawaii. 

Maung Thaw Ka had been instrumental 
in persuading Aung San Suu Kyi, daughter 
of Burma’s independence hero Aung San, 
to make her first political speech outside 
Rangoon’s Shwe Dagon Pagoda complex 
on 26 August 1988. Aung San Suu Kyi soon 
became the country’s most popular op- 
position leader. Her surprise арреаг- 
ance on the political scene, which caught 
the military regime off-guard, boosted 

5 hopes of reform. 

A political analyst said: 
"General elections and the 
question of a referendum 
were first mentioned by 
[Burmese leader] Ne Win in 
July last year. But at that 
time, the student-led opposi- 
tion had no prominent per- 
sonalities to look up to apart 
from people such as [one- 
time Ne Win heir-apparent 
turned oppositionist] Aung 
Gyi. But then Aung San Suu 
Kyi appeared. And not only 
is she Aung San's daughter. 
Above all, she's bright, she's 
got charisma and she has 
constantly refused to be 
manipulated by the mili- 
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The analyst continued: 
“The way out of the Slorc’s 
dilemma was to place her 
under house arrest for up to 
one year, well past the prom- 
ised elections, and then go ahead with their 
plans pretending that everything’s normal.” 

But the Slorc’s pretence of normality has 
not fooled many, especially since the 
launching recently of a wave of arrests — es- 
timated at 5-8,000 — of opposition party 
leaders and members. The contradiction be- 
tween the Slorc’s promises of “free and fair 
elections” and the deteriorating human- 
rights situation has caused international 
concern. 

The UN, for example, which has rarely 
criticised Rangoon in the past, recently con- 
demned Burma’s human-rights record. In 
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speeches delivered at the UN in September, 
the foreign ministers of India, Sweden, 
France and Britain lashed out at human- 
rights abuses in Burma. In early December, 
52 US congressmen urged that the world 
community halt all aid to Burma. They also 
said elections could not be free and fair as 
long as the main opposition leaders ге- 
mained under house arrest. 

On 20 November, Burmese Trade and Fi- 
nance Minister Col David Abel, on a visit to 
Tokyo, was told by Japanese Foreign Minis- 
ter Taro Nakayama that Japan “is closely 
watching how Burma deals with opposition 
leader Aung San Suu Kyi.” Japan rarely 
comments on other countries’ politics. 

The question that remains is how the 
Slorc will finally deal with Aung San Suu Kyi 
in the run-up to the elections? And whether 
foreign pressure can ease her plight? 

Earlier speculation that she might be re- 
leased before the elections is now dismissed 
by most observers. “On the contrary, we 
have reports indicating that the Slorc may 
even put her on trial on trumped-up crimi- 
nal charges,” a Burmese source said. 

Other sources emphasise that rather 
than responding to foreign pressure, the 
Slorc simply denies that it is violating 
human rights. On 22 November, in a clear 
reference to international criticism, Slorc 
chairman Gen. Saw Maung accused un- 
named foreign powers of attempting to 
bring about the “disintegration of the state” 
under “a new form of colonialism.” 

Economic pressure also has had little ef- 
fect on the military regime. By selling off 
rights to exploit its natural resources to for- 
eign interests, the Slorc has increased for- 
eign-exchange reserves from less than 
US$10 million in September 1988, when the 
Slorc took power in the face of the nation- 
wide popular rebellion, to an estimated 
US$150 million a year later. 

Burma's reserves have increased further 
following the signing in October and Nov- 
ember of contracts for oil exploration with a 
number of foreign companies, including 
Amoco and Unocal of the US, Patro- 
Canada, Britain's Croft Exploration, Dutch 
Shell, Australia's BHP and Japan's Idemitsu. 
These are reported to have paid atleast US$5 
million each in signing bonuses alone. 

At about the same time, the government 
sold part of its embassy property in Tokyo's 
Shinagawa district. The buyer, believed to 
be a major Japanese corporation, is said to 
have paid around US$160 million. Although 
much of this money has been used to buy 
arms and ammunition, Burma is now able to 
service its commercial debt again. 

Burma's foreign debt stands at more than 
US$4.9 billion, of which two-thirds is owed 
to Japan and West Germany. These coun- 
tries are unlikely to write off their loans as 
long as the repression continues. This may 
be the only leverage the international com- 
munity has left to pressure Rangoon into PE 
litical reform. 
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Indo-Pak rwer dispute becomes a domestic issue 


Propaganda barrage 


By Salamat Ali in Islamabad 


ndia’s construction of a barrage on the 
LEES river at Wular in Kashmir has 

caused a major domestic political row in 
Pakistan. The opposition, which controls 
the Punjab provincial government, has 
charged the ruling federal Pakistan People's 
Party (PPP) of buckling under Indian pres- 
sure. The allegations appear to worry the 
federal government, which in turn is com- 
plaining that the Punjab leadership is mis- 
leading not only the public but also the 
armed forces and the usually well-informed 
civilian bureaucracy. 

Most of Pakistan's major rivers originate 
in the Indian Himalayan range and flow 
through the disputed area of Kashmir into 
Pakistan proper. The Indus basin treaty — 
signed by New Delhi and Islamabad and 
mediated by the World Bank in the late 
1950s — gave India the exclusive use of three 
eastern rivers, the Beas, Satluj and Ravi. 
Pakistan was awarded the three western riv- 
ers, the Chenab, Jhelum and Indus. 

Under the treaty, India cannot build on 
the main channel of the Jhelum any struc- 
ture which uses more than 10,000 acre-feet 
of water. But India can build dams for its 
own consumption on Jhelum tributaries, so 
long as they impound no more than 760,000 
acre-feet of water. The working of the treaty 
is supervised by annual bilateral meetings 
and is subject to arbitration by the World 
Court. 

The Jhelum, rising in the Himalayas, 
passes through Indian and Pakistani parts of 
Kashmir before turning south into Pakis- 
tan's Punjab province. India started building 
the Wular barrage in 1984 but Pakistan 
learned of it only in February 1985. Re- 
sponding to Pakistani complaints, India 
stopped construction in 1986 by which time 
40% of the work had been completed — in- 
cluding two sluice gates and six weirs. India 
maintained that the barrage was meant only 
for power generation and as all the water of 
the Jhelum main channel was being allowed 
to flow into Pakistan, it was not violating the 
treaty. 

India further argued that the barrage in 
fact would help lower riparian Pakistan, for 
it would reduce the speed of flow, which in 
flood season rose as high as 67 km/h, to the 
lean season's flow of 32 km/h. India added 
that the barrage would help it improve navi- 
gation in the river upstream which is vital in 
the lean-flow season. 

Pakistan's argument is that impounding 
the water upstream allows India to regulate 
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flows and that, even the 
use of the river for power 
generation was consumptive 
use and hence a violation 
of the treaty. However, dur- 
ing negotiations, India 
seems to have realised its 
weak legal position and of- 
fered to forgo the right to 
use the 760,000 acre-feet of 
Jhelum tributaries, іп ге- 
turn for Pakistan agreeing to 
completion of the Wular bar- 
rage. 

The next bilateral meeting 
at senior official level is due 
in Islamabad this month 
and, according to Punjab’s irrigation minis- 
ter Nasrullah Dreshak, the federal govern- 
ment has sent him a draft agreement, which 
effectively agrees to the Indian offer. Pakis- 
tan Seems to have made a pragmatic deci- 
sion after concluding that though it had a 
strong case under law, this might not be so 
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Sharif: pressure. 





on grounds of equity. Court arbitration was 
thought unlikely to produce a better resolu- 
tion than what India already had offered. In 
arriving at its conclusion, Islamabad con- 
sulted three internationally respected 
jurists. 

But the Punjab state government, which 
is ruled by the opposition Islamic Dem- 
ocratic Alliance (IDA), is pres- 
sing for arbitration. The IDA 
argues that the РРР govern- 
ment is selling the Jhelum 
to India and that this will 
turn 1.3 million acres of Pun- 
jab’s fertile lands into a de- 
sert. 

The PPP government has 
been careful not to say it has 
made an irrevocable decision 
on the Wular barrage issue 
and, in fact insists that it re- 
tains the right to take the 
issue to arbitration. It has 
in recent months made sev- 
eral spectacular somersaults 
on seemingly irrevocable 
stands on issues under pressure from 
Punjab Chief Minister Nawaz Sharif. Thus, 
it seems possible that Islamabad may yet 
be frightened into bowing to Punjab, 
though arbitration might give Pakistan less 
than what India currently is willing to 
concede. 4 
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, Ithough not a shot has been fired in 
ТА anger in recent years, the unfinished 
_ ЗА war between the Chinese nationalists 
re and the communists just across the 
‘aiwan Strait remains as critical as ever, 
'aiwan's military chiefs believe. 
© Lieut-Gen. Wang Miao, head of the poli- 
tical warfare department of Taiwan’s Na- 
tional Defence University, warned: "Do not 
be lulled by the false sense of. détente. The 
communists have not stopped their subver- 
sion, sabotage and infiltration." As evidence 
of this, military officials cite gun smuggling 
from the mainland into Taiwan and the reg- 
ulgr violation. of Taiwanese waters by 
thousands of Chinese fishing vessels. 
«Such apocalyptic remarks reflect appre- 
hensions among Taiwan's hard-line mili- 
tary chiefs of trends in the rest of the island’s 
more relaxed society which, they say, could 
dangerously undermine national security 
апа provoke Peking to respond militarily. 
These include a growing apathy and criti- 
dsm of the military's privileged place and 
the increasingly public advocacy of Tai- 
wanese independence among some opposi- 
tion groups. 
3 Defence Minister Сеп. Hau Pei-tsun, 
| who tightly managed Taiwan's military 
|. machine for the eight years he served as 
222 Chief of the general staff before his appoint- 
ment to the Defence Ministry, said recently 
that his “first priority would be to build up 
ће public concept of a strong need for na- 
tional defence.” He condemned talk of 
Taiwan independence, saying that it ^will 
_ only give communist China an excuse to at- 
~ tack Taiwan.” 
Maintaining public awareness of the de- 
ence issue in a political context is the task of 
the armed forces’ political warfare branch. 
This task becomes even more important 
luring long periods of peace as public in- 
erest in defence wanes. 
The political warfare branch was estab- 
lished on the mainland when the Kuo- 
mingtang (KMT) was fighting a civil war 
against the communists and both sides 
sought to win soldiers to their respective 
causes. Nationalist political officers, selected 
for their loyalty to the кмт, had the dual 
function of indoctrination among the troops 
„and monitoring their ideological allegiance. 
‘his task took on added importance after the 
‘nationalists were forced to abandon the 
: mainland for Taiwan іп 1949 and rebuild 
her о amon, their followers. 
| ; KMT line that ulti- 






























mately the nationalists will recover the 
mainland, the political warfare branch may 
soon be forced to take a more moderate line 
as the government becomes more tolerant of 
political diversity. This is likely to be a slow 
and tortuous process, given the intimate 
and institutionalised relationship between 
the KMT and the political warfare branch. 

It has only been over the last year that the 
military authorities have allowed soldiers to 
join political parties other than the кмт, 
though those who have dared to do so have 
often been transferred to remote postings. 

Political warfare officials deny that they 
are welded to the KMT. "What we instil in 
our teaching is allegiance to the constitution 
and the strengthening of patriotism. This is 
national policy, not party politics,” Wang 
said. "As soldiers, we follow whatever po- 
licy is decided by our civilian superiors.” 

However, military officials are explicit on 
the limits of political liberalisation: no revi- 





‚ оп the issue of Taiwan 1. 
ie which they regard as being as odious 
as communism — despite non-communist - 
opposition parties’ advocacy of indepen- | 
dence. "No official will ever accept or toler- - 
ate any proposals that violate basic national 
policy,” Hau said. 

Political warfare officials say their work is 
little different from that of their counterparts 
in Western countries. “Political warfare in 
Taiwan parallels to a large extent the US mi- 
litary’s involvement in civil affairs,” Wang 
said. This includes such tasks as pyscho- 
logical warfare, counter-intelligence and or- 
ganising recreational activities. “The end 
goal is to maintain high morale, essential to a 
highly professional force,” he said. 

However, unlike in Western armies, po- 
litical education takes up a significant part of 
a soldier's training here. For example, stu- 
dents at the Defence University, who train . 
for senior staff positions, spend 15% of their 
time attending political education classes. 

Wang said the political warfare branch 
was fundamentally different from the com- 
missar system in China, though they stem 
from the same historical roots. "Communist 
political commissars hold up the supremacy 
of the communist party. We do not," he 
said. т 
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Fits ethnic tensions remain unresolved 


Hurricane warning 
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Ву Robert Keith-Reid i in Suva 


US$3.5 million new parliament house 

is taking shape on top of a hill over- 

looking Suva, but elected members 
will not be taking their seats there until some 
time in 1992. An interim government 
formed in December 1987 has failed to meet 
its promise of restoring by early 1990 the 
democracy lost in May 1987, when the 
ethnic Fijian-dominated army removed the 
one-month-old Indian-dominated Fiji La- 
bour Party/National Federation coalition 
government of Timoci Bavadra. 

Led by Ratu Sir Kamisese Mara, whose 
17-year-old Alliance government was fairly 
beaten by Bavadra’s party in the April 1987 
elections, Fiji has been run by а 21-member 
cabinet that includes coup leader Sitiveni 
Rabuka and three other army officers. It has 
been unable to devise a constitution satisfac- 
tory to indigenous Fijians and to the non- 
Fijians — mainly Indians — who form about 

52% of the 720,000 population. 

Mara, evidently to pre-empt a possible 
usurpation of power by Rabuka, has post- 
Е an earlier decision to retire on 5 Decem- 





ber. Instead, he announced a cabinet reshuf-. 
fle which saw the coup leader opt for a re- 
turn to the barracks as military commander. 
Fearful of Indian economic power, what 
most Fijians, the army and Mara and his fel. 
low chiefs wantisa constitution rigged to give 
Fijians a permanent parliamentary majority. 
It would ensure that Fijians always held the 
offices of prime minister and president. 
What Mara — who has talked of calling 
elections in late 1991 — would like everyone 
to do, is forget about politics and constitu- 
tions for the next two years and enjoy the 
benefits of a booming economy. But political 
pressures make this an unlikely propect. 
Bavadra's death from spine cancer on 3 
November at the age of 55 introduced a new 
element in a confused scenario in the form of 
his wife, Adi (a Fijian title) Kuini Bavadra, 
40, who was chosen by the opposition coali- 
tion to succeed him as leader. 
Adding to the confusion are the actions 
of Fijian extremist Methodist Church minis- 


еге and their supporters; moves by ethnic 
Fijians from the western part of the country 


— many of them supporters of Bavadra's 
widow as a minor Fijian chief, if not as a La- 









bour Party leader — to break away 
from the dominance of the eastern 
Fiji chiefly hierarchy; and the future 
form of the army’s participation in 
national affairs. 

In October, dressed in their Sun- 
day best, clutching Bibles and sing- 
ing hymns, 17 young Fijian Method- 
ists tossed fire bombs at one Sikh and 
three Hindu templesin the sugartown 
of Lautoka. There was a report that 
the attack was part of a Methodist 
Church faction-inspired plot to de- 
stroy non-Christian religious places, 
with the alleged motive being to 
push the army into taking over again. 

Prior to these attacks, many 
people already were in a state of jitters fol- 
lowing the leak of an army document in 
which Rabuka proposed to Mara and Presi- 
dent Ratu Sir Penaia Ganilau a period of 15 
years of "Fijian democratic socialism," with 
various restrictions on freedoms. The plan 
was to be effective from 5 December on the 
assumption that Mara carried out his an- 
nounced intention to retire. 

After the leak, Ganilau felt obliged to 
broadcast through Radio Fiji assurances that 
the document was “not a threat." But a few 
days later, he announced that he had per- 
suaded Mara to remain in office until a con- 
stitution had been putin place, though Mara 
had insisted that the army be removed from 
the cabinet in a reshuffle to take place on 5 
December. Rabuka was given three choices: 
return to the army as full-time commander, 
stay in the cabinet as army minister but 
minus his police and immigration respon- 
sibilities, or leave the army and become a 
full-time civilian politician. He chose the first 
course, and has since admitted “second 
thoughts” about the military being guaran- 
teed seats in cabinet or parliament. 

As if to demonstrate that everything was 
under control, Ganilau took off on a lei- 
surely overseas tour, while Mara also went 
abroad for an official trip. On Bavadra’s 
death, neither felt it necessary to cut short 
their trips and join the tens of thousands of 
mourners who moved through the Labour 
leader’s home village of Veiseisei. The gov- 
ernment ordered flags to be flown at half- 
mast for half the day and a ministerial mis- 
sion briefly visited Veiseisei. But in accor- 
dance with what the government said was 
Fijian customary protocol, the mission ig- 
nored Bavadra's widow and called only on 
the village chief. 

In choosing Kuini Bavadra as its new 
leader, the opposition was not simply 
equipping itself with a figurehead calculated 
to extract fresh sympathy for its causes. To 
have put an Indian in the dead leader's place 
would have been to give ammunition to its 
Alliance (and hence interim government) 
enemies who have insisted that the coalition 
is merely a plot to ensure permanent politi- 
cal and economic dominance by the Indians. 

But while another factor was the sheer 
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lack of a credible male alternative, Kuini 
Bavadra could emerge as a surprisingly ef- 
fective foe for the Mara-led regime. She was 
an influential organising force behind her 
husband's politicking and her family ties 
link her closely with powerful Fijian chiefly 
families. 

Another element of uncertainty was 
added by the death at the end of November 
of Fiji's paramount chief Ratu Sir George 
Cakobau, the great-grandson of the chief 
who ceded Fiji, and as warlord of the island 
of Bau, a person of immense prestige. 
Cakobau did not always get on well with 
Mara and angered him by permitting Timoci 
Bavadra to campaign in his fiefdom. The 


choice of successor could affect the uncertain 
outcome of government attempts to per- 
suade the Great Council of Fijian Chiefs, at a 
meeting some time next year, to approve the 
draft constitution. 

Thanks to the partial deregulation of an 
economy shackled by 17 years of protec- 
tionist Alliance thinking, the regime has at 
least been able to keep the other promise it 
made two years ago — to restore the coup- 
shattered economy. Traditional sectors such 
as sugar, gold-mining and tourism are 
booming. New industries like tuna-can- 
ning, pine chips and garments also are 
doing well. GDP growth this year is esti- 
mated to be 1276. А 





Ideas From Our 
Asian Equity 
Markets Research Team 


MORGAN STANLEY 


SINGAPORE 
PROPERTY 


AUGUST. 199 


ПГ "ПГ". | || 
Se и ЕЕЕ 
ج ہے کک‎ a 
SS — 


МОКСАМ STANLEY 


BUILDING A 
NEW ECONOMIC BASE 


THAILAND CONSTRUCTION 
MATERIALS 


| — е 2. — € — س‎ 

== У 
ЗЛИ толы ==4 
as 


Morgan Stanley Asia Ltd. 


Three Exchange Square, Hong Kong 


























п а breezy autumn e 55 war- 
ships and submarines assembled 
in Sagami Bay, near Tokyo, for the 
| largest display of Japanese naval 
-power since 1941 — the year the Imperial 
: Navy set sail for the attack on the US Pacific 
fleet in Pearl Harbor. In numbers of modern 
warships, the fleet review of the Maritime 
elf-Defence Force's (MSDF) could be sur- 
passed only by the two superpower navies 
nd is in a league with Britain and France. 
22. The previous week, Japan's soldiers and 
airmen showed off their tanks, missiles, 
fighters and helicopters at the Self-Defence 
orces (SDF) annual parade. The firepower 
її show was no less impressive. These 
events, part of the SDF's campaign to raise 
their public profile, underscored how capa- 
Ме — on the parade ground at least — the 
Japanese military machine is today. 
` The SDF arsenal is a showcase of the latest 
“hi-tech hardware. It includes F15 fighters, 
“ЕС “early warning” intelligence-gathering 
‘aircraft, T74 tanks, a whole range of anti- 


aircraft and anti-ship missiles and, coming 

soon, destroyers equipped with the US- 

. | made Aegis air-defence system, all are de- 

signed to match the most sophisticated 

222 Soviet systems. In addition, a new genera- 
d tiori of weapons is under development. 


At both reviews, Prime Minister Toshiki 
Kaifu reiterated that Japan should maintain 
a strong defence as "an important member 
of the West," and because of the fluid inter- 
national situation. 
= In past years such remarks would have 
had wide acceptance in the West and among 
on-communist countries in Asia and the 
acific, whatever their memories of World 
Маг П. Under the late Leonid Brezhnev, 
. Moscow was steadily expanding the reach 
_of its forces, including its navy, in the Far 
. East; it introduced its 55-20 medium range 
missiles to the region; and directly or by 
proxy it was intervening in non-European 
conflicts. The US was struggling to rebuild 
its forces after the post-Vietnam rundown. 
Japan had the strategic location and the eco- 
nomic means speedily to tip the balance. But 
reassuringly, Japan was restrained by the 
war-renouncing Article 9 of its postwar con- 
` stitution, its memories of Hiroshima, and its 
acceptance of a virtual j junior role in the US 
alliance. 





Now Tokyo is is like a Karaoke singer who 


finds Bie De ! ckground music has changed 





but who persists with the old song. With 
Soviet forces in the region being reduced — 
at least in quantity (REVIEW, 31 Aug.) — 
under President Mikhail Gorbachov’s more 
defensive “reasonable sufficiency” doctrine, 
the raison d'étre for the Japanese build-up 
may be diminishing. This would have awk- 
ward side-effects for both Tokyo and Wa- 
shington. The willingness to stretch domes- 
tic political constraints and face up to the 
Soviet bear earned Tokyo points in the US 
that could be, and frequently were, used to 
counterbalance trade pressures. Defence 
equipment was one hi-tech sector the US 
dominated: pressuring Japan to spend more 
on defence was good for US industry. As 
the Soviet threat reduces, the means become 
the end. 

Whether the build-up continues or 
domestic and external sensitivities slow 
down or halt the process may become clear 
when a policy review under way of Japan's 
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current five-year defence plan, termed the 
Mid-Term Planning Estimate, or Chugyo, is 
completed by 1991. The Chugyo sets out the 
acquisition goals for the SDF. There is a major 
debate within defence and political circles 
about whether the next programme should 
maintain the growth or consolidate. | 

Since 1976, five-year plans have been 
drawn up within the framework of a 
National Defence Programme Outline, or 
Taiko, which is the government's bible on 
defence policy. The Taiko provides guide- 
lines which have become enshrined in de- 
fence planning, but now haunt policymak- 
ers. 

One overriding principle was tht de- 
fence spending should not exceed more 
than 1% of GNP. In 1987 Japan breached that 
limit, Although the limit had no technical or 





legal relevance, and creative accounting 
methods could push spending well over or 
under the 1% figure, it was widely perceived 
as the symbolic limit to Japanese rearma- 
ment. The government says it will still re- 
spect the 1% principle by keeping defence 
spending around that mark, but there are 
now no real limits, self-imposed or other- 
wise, to moving steadily away from it in the 
future, as seems inevitable. 

The breach of this tenet caused unease 
around the region. Japan’s defence budget 
for 1989 was ¥3,920 billion (US$27.15 bil- 
lion), third behind the US and Soviet Union 
if assessed at current exchange rate terms. 

Such comparisions are, however, grossly 
misleading because of the yen’s rapid ар- 
preciation. With its high domestic content, 
Japanese defence spending stretches far less 
than in other major developed countries. 
And only 28% of the budget goes on equip- 
ment purchases, with the rest going on 
salaries, the upkeep of US bases and other 
support services. 

The 5рЕ 6 is still weak in its ability to sup- 
port and protect its hi-tech assets. The MSDF, 
for example, lacks a sufficient number of 
support craft to resupply its warships, mak- 
ing it virtually impossible to fulfil its crucial 
wartime role of defending sealanes up to 
1,000 miles from Japan's shores. Japan's 
post-World War II "exclusively defence- 
oriented" posture, imposed upon it by the 
US and enshrined in its constitution, dic- 
tates that the SDF shall not have the means to 
project military power to the shores of its 
neighbours and beyond. 


nother consequence of Japan's 
passive defence posture is that the 
SDF’s combat readiness has been 
neglected. Because of widespread 
anti-war sentiment in Japan, security plan- 
ning does not provide sufficiently for the 
contingency of wartime defence. Japan's 
poorly protected military facilities lend more 
weight to pessimistic assessments of the 
SDF's chances of survival in wartime. 
Ammunition stockpiles are sufficient for 
only a few days of sustained combat, and re- 
serve forces number less than 50,000. West- 
em governments, for security reasons, often 
refuse to pass on to the Japanese informa- 
tion on Soviet weapons performance crucial 
to developing effective defences. In missile 
technology, an area in which Japanese de- 
fence manufacturers have specialised, a 
source said Japanese systems would be little 
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Kaifu at the 1989 fleet review; soldiers and firepower on parade: the defence dilemma. 


match for highly sophisticated and battle- 
proven Soviet electronic counter-measures. 

In the long term, Japanese defence plan- 
ners may face even more serious recruit- 
ment problems then they do today as the 
country’s birth rate continues to decline. In a 
booming economy, the SDF's uncompetitive 
pay and working conditions have depleted 
the army, which is 14% below strength. 

Defence analysts question the adequacy 
of the Taiko’s guidelines — drawn up under 
the maverick Liberal Democratic Party pre- 
miership of the pacifist-leaning Takeo Miki 
in the mid-1970s period of détente in East- 
West relations. The main criticism is that it 
focuses primarily on equipment procure- 
ment rather than on the broader concepts of 
defence policy that should match military 
capabilities as much as possible to the threat, 
and be flexible enough to meet changing 
conditions. 

The Taiko neither relates the 5рЕ5 
capabilities to changes in Soviet military dis- 
positions in the region nor allows for 
changes that have taken place in Japan’s sec- 
urity environment between the mid-1970s 
and today. A defence policy should also pro- 
vide guidelines as to how the armed forces 
should operate in wartime. Because of strict 
constitutional taboos, however, the Taiko is 
concerned only with the maintenance of a 
peacetime SDF. Its ability and speed to react 
to a crisis is doubtful. 

Military commanders and Japan Defence 
Agency (JDA) officials have pressed for an ex- 
tensive revision of the Taiko to take account 
of “present conditions.” Analysts say agree- 
ment was reached 18 months ago within the 
JDA, with a reworked annex to allow for ad- 
ditional weapons purchases. 

But if the Taiko is based on the situation 
15 years ago, the defence chiefs’ thinking 
may also be rooted in the past, albeit a more 
recent one. The domestic political upheavals 
since then, which include the fall of two 
prime ministers and the LDr's loss of control 
of the Diet's (parliament) upper house to the 
opposition, with the Japan Socialist Party 
the largest grouping, has dramatically re- 
versed the situation. The talk now among 
civilian bureaucrats in the JDA and within 
political circles is less of the SDF's continued 
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expansion, but of consolidation, and, says 
one senior Komei Party politician, even pos- 
sible force reduction in response to lessening 
East-West tensions. 

For Asian states, shifting to “consolida- 
tion” may not dispel concerns, especially if 
accompanied by the banishment of Japan- 
ese defence shibboleths. Essentially it means 
stockpiling ammunition, improving logistics 
and communications systems — loading 
what is now pretty much an empty gun. 


ne of the most reassuring checks 

on Japanese rearmament has been 

the past willingness of the US to 

bear much of the burden in de- 
fending Japan. This has now altered as the 
rationale of the US defence umbrella be- 
comes increasingly worn. The need for US 
forward-deployed forces stationed close to 
the Soviet Union will inevitably have to be 
re-examined. Such an assessment has al- 
ready begun on economic grounds, and if 
the military rationale for continuing such de- 
ployments becomes increasingly redun- 
dant, they could well be pulled back. Any 
changes in the US military posture in 
Europe will be echoed in Asia. And of the 
US forces stationed in Asia, those based in 
Japan could be most affected by the current 
superpower negotiations. 

As these constraints weaken the US mili- 
tarys presence in Asia and the Indian 
Ocean, Japan is being thrust forward as a 
major player. Although its power remains 
primarily economic at present, a taste of 
strategic influence may see the redrawing of 
Japan’s perceived national security bound- 
aries deeper into the rest of Asia. 

While these concerns about Japan’s long- 
term strategic designs on the region are 
vague, and emotive rather than objective, 
the trends if sustained could give Japan the 
"long, strong arm" it has lacked for more 
than four decades. Equally, a counter-strand 
within the Japanese polity militates against 
such a potentially destabilising scenario. 

The political restraints make it extremely 
difficult, though not impossible, for Japan to 
acquire sufficient arms to become a potential 
military threat in both the short and medium 
term. = 
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One of the principles of Japanese de- 
fence policymaking is that it is over- 
whelmingly a civilian-managed process. Be- 
cause of the memories of the 1930s, when 
the military usurped power, the post-war 
structure is designed to prevent any repeti- 
tion. A consequence is that the military’s 
views are very much secondary in defence 
planning. | 

The JDA is a shadow of other goverment 
bureaucracies, in particular the powerful 
Foreign Ministry which has overlapping in- 
terests. But civilians, including seconded 
Foreign Ministry officials, fill the JDA key 
slots. This policy further weakens the JDA's 
identity and influence, as these seconded of- 
ficials may not have the JDA’s interests up- 
permost when it comes to lobbying for re- 
sources and policies. 

While the Тако is more a statement of the 
prevailing political attitudes on defence in 
the mid-1970s than a carefully crafted mili- 
tary blueprint, analysts agree that in the 
changed political environment, there is now 
little possibility of tinkering with it. 

Even the duration of the next Chugyo, 
which has to be submitted for parliamentary 
scrutiny by mid-1990, has yet to be decided 
because of the current political uncer- 
tainties. All previous defence plans have 
been for five years. This, JDA director-gen- 
eral Juro Matsumoto told the REVIEW, is be- 
cause "first, the international situation is un- 
clear, with the developments taking place in 
the socialist bloc. Second, technology is un- 
dergoing rapid change. Therefore, it is dif- 
ficult to say at present whether the coming 
programme will be three or five years." Pri- 
vately, officials say the total for a five-year 
programme would exceed #23 trillion and 
be politically difficult to swallow. The pre- 
sent Chugyo is estimated at ¥18.5 trillion. 

Decisions on the pending plan will fol- 
low the lower house elections expected in 
late February. Almost certainly, the new 
programme will emphasise consolidation 
rather than a continued build-up. The 
growth in defence spending is still likely to 
be maintained at similar rates as in the past 
few years, averaging more than 6% annu- 
ally. 

Matsumoto says the emphasis of the 
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plan will be on beefing up logistics rather 
than acquiring more frontline equipment. 
This will see the upgrading of command, 
control, communications апа intelligence 
resources, munitions stockpiles and various 
other structural weak links, as well as im- 
proving personnel conditions, such as living 
quarters. “Any improvements in frontline 
forces will be qualitative rather than quanti- 
tative,” he said. 

The three services will undoubtedly be 
disappointed with the decision. They have 
already put in shopping lists that seek to 
continue the build-up. The navy’s wish list 
includes an anti-submarine warfare helicop- 
ter carrier, which could double as an aircraft 
carrier if jump-jets were purchased. The 
likelihood of the vessel being approved, 
however, seems slim under the next pro- 
gramme, though JDA officials claim there is 
no constitutional obstacle to acquiring car- 
riers for defensive missions. 


owever, the current Chugyo in- 

cludes a study of the need for 

aerial tankers, primarily to allow 

patrolling fighters to stay airborne 
long enough to intercept Soviet combat air- 
craft flying close to or intruding into Japan- 
ese airspace. A decision to purchase the tan- 
kers may be made in the next Chugyo. This 
does blur the Japanese distinction between 
defensive and offensive arms. 

Such weapons and support systems are 
part of an evolution towards a more forward 
defence posture. The SDF's battle plans have 
gradually shifted from repelling an invasion 
at the beachhead to meeting it out at sea. In 
1982, the government established the con- 
cept of an 1,000-mile sealane defence 
perimeter, which expanded the Japanese 
пауу 5 area of operations well into neigh- 
bouring Asian waters. 

The possibility of Japanese troops being 
one day sent abroad in a combat role is also 
hardening. SDF personnel already go 
abroad, either on military delegations, for 
training or to serve as attachés in embassies. 
Japanese forces exercise regularly with their 
US counterparts, including manoeuvres 
off Hawaii. Recently, military student ex- 
changes have started with a couple of Asean 
countries, believed to be one of the out- 
comes of the visit of the JDA director-general 
(as the defence minister is euphemistically 
called) to Southeast Asia in 1988. 

Matsumoto told the Diet in early Novem- 
ber that he was considering authorising the 
use of troops for anti-terrorist operations, 
protecting Japanese nationals overseas and 
in international peacekeeping activities. 
Kaifu made a similar speech to the Diet in 
early October, saying the government 
wanted “to begin studying” such a step — 
the standard Japanese approach towards 
implementing a sensitive policy. 

This would be an unprecedented rein- 
terpretation of an established guideline that 
Japanese troops cannot be sent abroad in a 
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purely military role. The JDA’s own defence 
white paper specifies that "as the govern- 
ment believes the constitution is written, 
such deployment of troops overseas gener- 
ally goes beyond the minimum limit neces- 
sary for self-defence." 

Matsumoto's statement responded to 
various developments, one being the need 
to protect the transport of reprocessed 
plutonium waste by sea from Europe to 
Japan, beginning in 1992. Tokyo and Wash- 
ington fear the vessels may become terrorist 
targets, and urge that they be escorted. The 
government will initially entrust the Mari- 
time Safety Agency, the civilian coastguard, 
with providing protection. The JDA, how- 
ever, strongly feels it is best qualified to per- 
form this task, and naval vessels could even- 
tually be given the role. 

This precedent will make it easier for fu- 
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ture Japanese governments to send troops 
abroad. If conflict in the Gulf were to flare 
again, for example, naval units could be 
dispatched to escort Japanese-flag shipping. 
In 1985, then prime minister Yasuhiro 
Nakasone narrowly failed to convince the 
Diet to send minesweepers to the Gulf as a 
contribution to the Western security effort. 
It is this process of gradually chipping 
away at tenets of faith by Japan’s military- 
civilian establishment that makes many ob- 
servers uneasy. Although officials in Toyko 
seek to assure those who voice concern 
about the SDF's build-up that Japan's inten- 
tions are defensive and peaceful, it is the 
SDF's growing capabilities that countries in 
the region see as the only sensible indicator 
of the course of Japan's military evolution. 
Japanese intentions can, and have, 
changed. èi 





JAPAN 2 


Soldiers and bureaucrats debate the Soviet threat 


Seeking new scenarios 


othing in international relations is 
N forever, but probably one of the 

more permanent features is the view 
of the Soviet Union from the northern island 
of Hokkaido. Soviet (and earlier Russian) 
strategic rivalries with Japan reach back into 
the 19th century. Today’s relations are as 
cold as Hokkaido’s arctic winters. 

Or at least this is the view within the Ja- 
panese Ground Self-Defence Forces’ (GSDF) 
Northern Army in Sapporo. “The Soviet 
threat is real and growing. Modernisation of 
their military capabilities is offsetting any 
quantitative reduction in forces,” says Lieut- 
Gen. Atsushi Shima, its commander. 

The Japan Defence Agency’s (JDA) 1989 
annual report also sees little change in the 
Soviet military posture in the Far East and its 
potential threat to Japan, despite Moscow’s 
decision earlier in the year to cut its forces in 
the region by 120,000 troops. 

GSDF commanders say they are especially 
concerned about a steady buildup of Soviet 
forces on four islands northeast of Hok- 
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kaido, on which Japan has a long-standing 
claim that has kept Soviet-Japanese relations 
chilly since World War II. The equivalent of 
an army division and 40 MiG23 fighters are 
stationed on these islands. 

Hokkaido would be in the frontline of 
any major conflict between the superpow- 
ers, or even in the less likely event of a 
localised Soviet-Japanese conflict. Con- 
sequently, almost one-third of the GSDF's 
150,000-strong army, and 60% of its 1,200 
tanks are committed to defending the is- 
land. This is being boosted in the current 
five-year defence plan, with the modernisa- 
tion of the Northern Army’s four divisions 
with more tanks. 

The military posture, as set out in the Na- 
tional Defence Programme Outline, is pre- 
mised on a Soviet invasion being largely 
confined to Hokkaido, and possibly north- 
ern Honshu. Japanese planners envisage a 
limited Soviet invasion aimed at securing 
territory adjacent to the Tsugaru and Soya 
straits to secure passage of Soviet naval 
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forces into the Pacific. Once achieved, it is 
expected they would retreat. Japanese 
strategists believe the Soviets would only be 
interested in annexing Hokkaido, if any- 
thing. 

There are divergent views between 
the defence establishment and the Foreign 
Ministry as to whether the Soviets actually 
constitute a serious and credible threat to 
Japan. Some senior Foreign Ministry offi- 
cials say talk of the Soviet Union as a military 
menace to Japan, as bleakly portrayed by the 
JDA, is exaggerated — though the ministry 
does have some well-known anti-Soviet 
hawks too. 

One official said that most of the Soviet 
military forces were defensively positioned, 
and could not be employed in an invasion of 
Hokkaido, a view that the US Pentagon also 
in general shares. “The Soviet forces on the 
Northern Territories do not constitute a 
threat, and the number of troops they could 
transport across the Sea of Okhotsk to Hok- 
kaido, with only 22 landing ships, amounts 
to no more than two to three divi- 
sions,” the official said. 

Foreign Ministry officials also do 
not consider Sino-Soviet rapproche- 
ment a threat to Japan, but welcome 
it as part of the general reduction in 
tensions in Asia, provided it does not 
take on a military dimension. Nor is 
the possible demilitarisation of the 
Sino-Soviet land border of concern. 
“We do not see a swing of Soviet 
forces deployed against China being 
redirected against Japan,” said one 
official. 

Military commanders in contrast 
are less sanguine. Gen. Shima be- 
lieves the Sino-Soviet demilitarisa- 
tion could see “Soviet forces transfer- 
red to face us.” 

Some Foreign Ministry officials 
privately admit they are worried 
about the Soviet peace offensive, and 
tentative intra-ministry discussions have 
begun on whether Tokyo should respond, 
and if so, how. Possibilities mentioned in- 
clude military exchanges, similar to those 
now taking place between Soviet officers 
and their US and Nato counterparts, and 
confidence-building measures to prevent 
misunderstandings, such as the setting up 
of communications hotlines. But the preva- 
lent opinion is that there should be no re- 
sponse. 


fficially, Tokyo admits no possibility 
() of any dialogue on arms control with 
Moscow without the return of the 
four northern islands, which would be 
taken as a sign of Soviet Union’s sincerity 
in wanting to improve the two countries’ 
relations. But in private, the Foreign Minis- 
try officials say the linkage of the islands 
to the arms reduction process is merely an 
excuse. 
Even without these entrenched political 
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hurdles, any discussion on arms reductions 
would be fraught with technical difficulties. 
Soviet disarmament initiatives in the region 
have focused in particular on cuts in naval 
forces, in which the US and Japan hold 
superiority. Japanese defence planners say 
the Soviet offers do not address the Soviet 
preponderance in ground forces. 

Consequently, despite the dramatic im- 
provements in East-West relations of late, 
Japan remains ultra-cautious of opening up 
to Moscow. Nevertheless, as an outcome of 
a series of meetings between the Soviet and 
Japanese foreign ministers in Tokyo and 
Moscow last December and this May re- 
spectively, there have been some peripheral 
developments in recent months, though the 
Northern Territories issue remains as dead- 
locked as ever. This is despite the setting up 
of a joint working group on the islands last 
year, and speculation that Moscow had of- 
fered a compromise of returning two of the 
islands. 

These are aimed at building up trust in a 





The Cold War is not over, say army hawks. 


relationship characterised by suspicions 
and frosty attitudes. While Tokyo still em- 
phasises the Northern Territories issue, one 
official said, it is accepted that this should 
not stand in the way of an incremental im- 
provement in practical aspects of the Soviet- 
Japanese relationship. 

In improving the atmospherics, Tokyo 
has, among various measures, allowed 
gravesite visits by Japanese families to the 
four Soviet-occupied islands, and invited 
Soviet Foreign Ministry officials to visit their 
Japanese counterparts to gain better under- 
standing. The most significant strand of this 
policy was the announcement of the sum- 
mit visit by Soviet leader Mikhail Gorbachov 
to Tokyo in January 1991, which Japanese 
officials note, is the first time Moscow has set 
a summit date so far ahead. 

Gorbachov may bring to Tokyo initia- 
tives that could break the impasse. One of 
the main reasons why Soviet-Japanese rela- 
tions have remained stalled compared to 
Moscow’s diplomatic offensive to the US or 
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Western Europe is that Japan rates low in 
the Kremlin's foreign policy priorities. 

With these developments pointing to a 
possible improvement in the two countries' 
relations, defence planners' attentions may 
turn increasingly to neighbouring countries, 
especially China and the Korean Peninsula. 
Because of deep-rooted regional rivalries, 
some analysts regard these countries as 
more of a security concern to Japan than the 
Soviet Union, which would conceivably 
threaten Japan only as part of a global cam- 
paign. 


orth and South Korea is the most im- 
КЕС and tangible concern, espe- 

cially with speculation that the North 
may be acquiring nuclear capabilities. Some 
rightwing hawks in the Japanese defence 
community say that Japan should acquire its 
own nuclear arms should such a develop- 
ment take place. 

Japanese analysts point to close military 
cooperation between Moscow and Pyong- 
yang. Masashi Nishihara of the Na- 
tional Defence Academy said these 
ties suggest “that the Soviet Union 
may use North Korea as a proxy 
against Japan and the US.” 

Other developments that would 
cause concern in Tokyo include a 
pullout of US forces from South 
Korea, and the reunification of the 
two countries. While reunification 
seems a remote possibility at present, 
and, therefore, rates low in planning 
considerations, the chances that US 
troops will be withdrawn before the 
end of the 1990s seem more likely. 
Any reduction in the US military role 
in South Korea could provide the 
rationale for a greater buildup in the 
Japanese forces. 

The main focus of any strategic 
competition between China and 
Japan would be maritime control. Neither 
country poses any territorial land threat to 
the other, though in the early 1970s when its 
foreign policy was at its most radical, Peking 
implicitly warned Japan against a possible 
revival in the country’s militarism, hinting at 
the use of its nuclear weapons should Japan 
once again pose a threat to China. 

Certainly, in recent years the theme of Ja- 
panese rearmament has received growing 
attention among Chinese military analysts. 
While they do not perceive it as a potential 
threat in the short and medium term, it is be- 
coming a factor to be mulled over in their 
long-term strategic calculations. Of most 
concern is the expansion of Japanese naval 
capabilities. 

In Japanese eyes, the Chinese still rate 
low in their defence priorities. The re- 
sources, for example, devoted to watching 
Chinese military developments, says one 
former JDA China-watching intelligence ana- 
lyst, are a tiny fraction of those concentrated 
on the Soviet Union. m Tai Ming Cheung 
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ls vont nous tous bouffer (They will gob- 
ble us all up) said the Frenchman refer- 
. ring to the string of news items about 
the latest Japanese purchases of every- 
| thing from yachts to European companies, 
| from Manhattan skyscrapers to Impre- 
55 ionist masterpieces. He was echoing a 
growing feeling that nothing can resist the 
| awesome purchasing power of the yen. Yet, 
| before the rest of the world starts regarding 
- Japan as a nation of economic Godzillas, it is 
| as well to reflect that the Japanese are capa- 
| ble of enormous foul-ups and managemen- 
| tal bloomers. 


Take the ruling Liberal Democratic Party 
(LDP) and its handling of the Recruit scandal. 

Such stock-exchange ramps were a very silly 
way of financing a party or politicians any- 
way, but the series of denials of involvement 
followed by embarrassed resignations and 
the long search for a prime minister with the 
minimal credibility required were worthy of 
high farce. The politicians’ antics have had 
one positive result: the Japanese people 
seem no longer willing for the most part to 
view the doings of the Diet like spectators at 
a play, but are involving themselves in what 

: is becoming more of a democratic process. 


The spotlight has fallen on the women's 
vote and on women politicians, especially 
on Takako Doi, the Socialist party leader. 
_ | This reminded Joe Sykes of an incident dur- 
. | ing the American Occupation after World 
. | War Il when Japanese women were first 
given the vote and when several stood for 
| | public office. One of Gen. MacArthur's in- 
- | formation officers wrote а memo to the C-in- 
. ^|. C, pointing out that one woman candidate 
. | from а southern prefecture had been elected 
__| to the Diet, and that her principal income 
«| was said to be derived from a chain of 
_ | houses of ill repute. MacArthur's only com- 
ment: "My, what a loyal clientele!” 


Another area of gross political mismanage- 
ment was the imposition of the 3% sales tax. 
This has infuriated the citizenry by requiring 
em to fiddle around with almost worthless 
coins, paying ¥103 for a 100 article. Now 
the LDP has come up with proposals to 
soothe the voters' feathers. But the entire 
story of the consumer sales tax has been one 
of financial mismanagement and botched 


Long time Tokyo resident Ernest Shren- 
-points out that when the LDP was for- 
ng the tax last year in an attempt to re- 
einternal deficit, gf aC onum i 


self to regearing the economy from being ex- 
port-led to being led by domestic consump- 
tion, while imports were to be substantially 
increased. One method of accomplishing all 
these goals would have been to impose a 
small tax on exports. The last thing the LDP 
should have done was to tax local consump- 
tion (after all, it was trying to increase that), 
and it should not have taxed imported 
goods (it was trying to increase those too). 


By ramming the 3% domestic consumption 
tax through the Diet, the LDP taxed imports, 
but not exports — thus inhibiting the former 
and stimulating the latter. The net effect was 
an indirect import duty and an indirect ex- 
port subsidy, being the exact opposite of 
what the LDP said it wanted. 

Further, Shrenzel points out, the seem- 
ingly small 3% levy on imported goods was 
on their retail sales price, and thus 
amounted in fact to a 6-12% penalty on the 
fob export price in the goods’ country of ori- 
gin, since imported goods retail in Japan at 
several times their original fob export price. 
Nonetheless, I cannot recall the tax arousing 
the ire of those trade negotiators trying to 
bump up Japan's imports; they seemed bog- 
ged down as usual in the long-drawn-out 
process of chipping away the quotas on for- 
eign meat, citrus fruits, cherries and whisky. 
Why did they not demand that the Japanese 
Government follow its own stated policies 
by offering macro-relief in the shape of 
exempting all imported consumer goods 
from the sales tax? 


in London recently, | watched an episode 
of a new television series, called Capital City, 
a British version of the yuppie stockbroker- 
banker world of Tom Wolfe's Bonfire of the 
Vanities and the film Wall Street. The plot 
concerned a merger between a British and a 
Japanese house. One of the British bankers 
was suspicious of the Japanese intentions, 
but his superiors pooh-poohed his fears, 
mouthing glib clichés about the Pacific fu- 
ture and broadening horizons. 

These went up in smoke as the predatory 
boss of the Japanese bank appeared, barking 
orders and browbeating both his inferiors 
and his new British colleagues, incredibly 
behaving like one of the more vicious of the 
commandants of the Japanese Pow camps of 
World War II. Affronted by what he sees as 
British inefficiency, he tears the merger 
agreement up — much to the relief of the 
Brits, leaving the London viewer with the 
self-congratulatory feeling that the British 


are too gentlemanly for the shark- 


Traveller’s Tales 


infested waters of predatory international 
takeovers. I must confess I watched with ап 
anxious twinge. 

Spy master John le Carré, whose last 
book The Russia House was based on the 
proposition that the British Secret Service 
and the KGB would cooperate in killing ап 
item of intelligence that would free the 
world from the danger of a nuclear war be- _ 
cause that would leave the spies without a 
raison d'étre, has commented in The Guar- 
dian on the collapse of the Iron Curtain. He 
argues that the obituaries being written for 
the spy and for spy thrillers are premature, 
that the spy writer, deprived of the Cold 
War, can turn to dozens of theatres (from 
Angola to Burma, from Cambodia to Sri 
Lanka, where the spooks, arms dealers and 
phoney humanitarians are already flourish- 
ing). "Ihe spy writer, like the trade he 
shadows, does not disappear, he merely re- 
locates," he writes. 

But I think le Carré is missing a point. 
The spy shadows not only a trade, but a 
threat; he works for (or against) an evil 
power. The Soviet Union has provided that 
menace, which puts the thrill into thrillers, 
for the spy writers ever since the late 1940s 
(somehow every effort to cast "Red China" 
in the role has not evoked the same shiver). 
Before World War П, the role was played 
by Germany — whose threat was exploited 
by John Buchan and his school (dastardly 
agents after Britain's naval plans, etc). Ger- . 
many continued playing the villain. for 
Buchan's post-war successors, like Ken Fol- 
let with The Eye of the Needle. 


№ the Soviet Union and its KGB can по. 
longer play the international villain and 
China is still insufficiently thrill-making, 
where will the spy writer turn. Is Japan the 
next threat? Will future Buchans and le Car- 
rés join in the international оп sport of 
Japan bashing? 


As this notice, spotted in a Tokyo taxi by 
Rory Todd put it, perhaps Japan should | 
brace itself for the worst: 
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The lives of Malaysian, especially Malay, women transformed by factory work 


Brave new world 


By Margaret Scott in Penang and 
Kuala Lumpur 


y 2 p.m. the ritual of dressing for 
the night shift begins in a house- 
hold of 12 women on the rim of 
Penang’s Bayan Lepas Free Trade 
Zone (FTZ). It is a perfect setting for con- 
templating the world of women factory 
workers: a world that in the past 15 years 
has fundamentally altered the lives of 
Malaysian, especially Malay, women. 

Esah, who at 23 is the self-appointed 
matriarch of the house, and her 11 room- 
mates exemplify the contradictions, the 
pressures, the fantasies woven together in 
these young, mostly Malay women who 
have left the village for the factory. These 
women workers — more than 120,000 at 
any given time in textile and electronic fac- 
tories scattered from Penang to Kuala Lum- 
pur to Malacca — inhabit a world alien to 
that of their mothers. Theirs is a world of 
paycheques and shift work. They live in 
cities. They are foot soldiers in Malaysia's 
industrialisation and dramatic social and 
ethnic transformation. They are the children 
of the New Economic Policy (NEP), the gov- 
ernment's 20-year-old effort to turn on its 
head the long-standing set-up in which 
Chinese inhabit the cities and Malays the 
countryside. 

Esah, who left her Trengganu village at 
17, tosses the Vogue magazine she had been 
reading under the TV set; off come her shorts 
and T-shirt, on come the two-piece long 
dress called Baju Kurung. "I like to pretend 
I'm one of those models," she says, "but I 
could never go outside wearing those 
clothes. I’m Muslim." Upstairs, Hasnah, 17 
years old and the latest addition to the 
house, explains how she ran away from her 
village in the state of Perak. Operating a 
machine in an electronics factory beats stay- 
ing in a stultifying kampung, she says, pull- 
ing on a pair of stylish, tight jeans. 

And in one corner of the 10 ft by 13 ft bed- 
room shared by six roommates, Rohanna 
uses a cracked mirror for guidance as she 
wraps her long brown hair into a delicate 
twirl, clinches it with an ornate gold clasp 
and then shrouds it with a black veil. At last, 
semi-Arab next to citified chic, they are 
ready for another night's work in the FTZ. 

Malaysia has mimicked Singapore, 
South Korea and Taiwan in pumping manu- 
facturing in its grand economic scheme. But 
in Malaysia's version of the industrialising 
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tale, the remarkable feature is the central 
role played by women. The reason is sim- 
ple: electronics — from semiconductors to 
televisions — dominate Malaysia’s manu- 
facturing sector. Women, supposedly pre- 
ferred for their nimble fingers and docile na- 
tures, dominate the workforce — 80% of the 
85,000 jobs that have been created in elec- 
tronics alone are held by women. And 70% 
of these women workers are Malay. 

Hence, electronics factories have been 
prime movers in a grand social experiment: 
factories have been the most powerful fun- 
nel for rural-urban migration. They have 
turned women into wage earners, usually 
for the first time, and, increasingly, made 
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From the village to the FTZ. 


them the main breadwinner in the families 
left behind in kampungs or villages. 

Ungku Aziz, the former vice-chancellor 
of the University of Malaya and the doyen of 
a club of academics who study women fac- 
tory workers, says factory work has done 
more to change the Malay woman, her so- 
cial role, her self-perception, her oppor- 
tunities and her expectations than anything 
else since independence. Education and 
mobility, the bearded Ungku Aziz says in 
his professorial tone, are the keys to free- 
dom and advancement, and Malaysia has 
equipped women with both. “For Malay- 
sian girls, especially Malay girls, it was the 
bicycle that gave them freedom. Any exten- 
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sion of the body is an extension of one’s 
world view. The bike gave them mobility 
and detachment. This was the foundation 
for the move to the factories.” 

The picture he sketches is a bright, shin- 
ing one. Those clean, air conditioned fac- 
tories beat tapping rubber trees before 
dawn, or gutting fish in the afternoon sun, 
or stooping all day to pick tobacco leaves — 
the traditional work of women. Even if they 
were paid to do such tasks, this would come 
no where near the starting pay of M$250 
(US$92.40) a month earned by a production 
operator, the position held by most of the 
women in the electronics factories. Besides 
money, Ungku Aziz continues, there is ac- 
cess to the city, independence, freedom of 
movement. 

The world he sketches, Esah’s world in 
the FTZ, rests on a secular vision. It is a vision 
he shares with Prime Minister Datuk Seri 
Mahathir Mohamad, who has strived to 
create an urban, Malay middle class, with 
manufacturing as a cornerstone. In this sec- 
ular vision, if truth be told, an important in- 
gredient is the cheap and docile female la- 
bour fresh from the farm. Women were to 
be the new urban producers and consum- 
ers, secular and modern. 


t is also true, Ungku Aziz admits, that 
this bright picture has been sullied of 
late. For one thing, a small but growing 
number of workers have become fed 
up with their pay and working conditions 
and the strictures against having a national 
union. But there is another kind of tarnish- 
ing, altering altogether Ungku Aziz’ picture: 
a competing vision of Malaysia, Malays and 
the role of Malay women. It is a religious vi- 
sion. 

Ungku Aziz and Mahathir’s secular 
Malaysia with Malay millionaires and fac- 
tory workers who aspire to joining the mid- 
dle-class riles those who aspire to creating an 
Islamic state, those who are fervent believers 
of a purer form of Islam. For many who have 
taken the veil, the sign of belonging to the 
dakwah movement of prosletising Muslims, 
being a good Muslim and being a good 
Malay are inseparable — and being a good 
Malay means searching for something more 
than materialism. 

The women in the factories are caught in 
the middle. In popular folklore, they have 
been called Minah Karan, which, roughly 
translated, means hot stuff. The moniker, 
with its hint of sauciness, took root along 
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with the electronic factories which began 
flourishing in 1972. But recently, Minah 
Karan has been vying with the veil. The dak- 
wah movement began on university cam- 
puses in the 1970s and graduates took their 
religiosity with them into the bureaucracy. 
In a much altered form, this Islamic move- 
ment has slowly filtered down to the factory 
floor. Just like Malay students on campuses 
around Malaysia, factory women are having 
to take sides: Minah Karan vs the veil. 

From Malacca to Kuala Lumpur to 
Penang, a common refrain in conversations 
with women workers is ambivalence and 
confusion. These women personify the 
pressures of a society undergoing rapid in- 
dustrialisation and change. Defining what it 
means to be a modern Malay woman is a 
mainstay in the tug-of-war of defining the 
role of Islam in Malaysia. Just like Esah and 
her roommates, other factory workers feel 
the strains of this tug-of-war: clothes are 
transformed into symbols, sometimes cos- 
tumes, often disguises; the allure of the ac- 
coutrements of the city — anything from 
Vogue to Max Factor make-up — collide with 
notions of Malay propriety; desires for fi- 
nancial and personal indepen- 
dence spark guilt and a sense of 
betraying tradition. 

For those looking for the 
newfangled Malay city, it can 
be found at the Bayan Lepas 
FIZ, and in the new township 
that has grown up around it 
called Bayan Baru. Near the 
Penang airport, the FTZ is a vast 
sprawl of prefab, utilitarian fac- 
tories which look as if they have 
just been plopped down. As if 
to soften the artificiality, each 
one 15 painstakingly Тапд- 
scaped with lawns and hibiscus 
shrubs. The factories are of 
course all foreign. 

Outside the FTZ, is the work- 
ers’ town, a world of their own: 
acres of terrace houses, each 
one looking exactly like the next. The con- 
crete houses are punctuated every so often 
with a row of non-descript concrete 
shophouses. There are few Indian faces, 
and even fewer Chinese faces, for it is a 
Malay place. It seems there is no way out of 
racial culture — Malays move from the kam- 
pung to the town but they still live apart. 

Esah’s house is on one of those indistin- 
guishable streets. When Esah arrived six 
years ago, she exchanged Ungku Aziz’ 
bicycle for a motorbike as soon as she 
could afford one. But she rarely goes to 
Georgetown, the main city of Penang, 
which is only about three miles away. “It’s 
Chinese. Everybody there is Chinese,” she 
says. She is right; Georgetown is a Chinese 
town. The restaurants, the clan associations, 
the Buddhist temples, the shophouses all 
give one a feeling the place has been trans- 
ported from southern China. "There's 
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hardly anyplace to eat. I don’t eat Chinese 
food. But sometimes on Sundays I like to go 
to the shopping mall.” 

On a Sunday, one can see some Malays 
in Georgetown, usually at the Komptar 
Tower, which is Penang’s shopping mall. 
There, on the benches scattered around the 
huge indoor atrium or up on the oudoor 
plaza are clusters of young Malay factory 
workers. Every so often there are young 
men and women sitting together, but it’s 
mostly groups of young women: a cluster of 
Minah Karans in their jeans and T-shirts fol- 
lowed by dakwahs in flowing robes. 


ne of the robed women says she 

likes coming here, but she feels 

more comfortable in Bayan Baru; 

that is home. Bayan Baru and the 

other townships like it have evolved into a 
new, and increasingly permanent, home. 

For the government, a manufacturing 

sector to employ Malays was a godsend 

after the racial riots of 1969. The NEP goal of 

creating a Malay urban class coincided, in 

the early 1970s, with companies such as 

Motorola, Texas Instruments and Sanyo 





Children of the New Economic Policy. 


looking for places overseas with an edu- 
cated and cheap labour supply set in a politi- 
cal environment that would prevent labour 
militancy. 

It was a perfect match. The government 
classified electronics as a pioneer industry, 
which resulted in a prohibition on unions. 
Further, the companies were exempted 
from the Employment Act provision which 
bans female employment between 10 p.m. 
and 5 a.m. The foreign companies flocked 
in. In 1988, the electronics industry's total 
exports reached M$14.7 billion, 56% of all 
manufactured exports. These companies 
have turned Malaysia into the world's 
largest exporter and the third-largest pro- 
ducer of semiconductors and a major pro- 
ducer of electronic gadgetry. 

In early 1987, electronics surpassed oil 
as the leader in export earnings. Now 
Taiwanese and Hongkong companies are 
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coming іп, creating another burst of expan- 
sion. In the Industrial Master Plan (1985-95), 
the electronics industry is viewed as the 
spearhead of an export-driven growth. 

One of the main attractions, of course, is 
the low labour costs. During the 1980s, 
while average annual growth rates in the 
electronics industry were 17-20%, wage in- 
creases have been between 3% and 10%. 
The average hourly rate for Malaysian fac- 
tory workers in 1985 was US$0.84, com- 
pared with US$1.58 in Singapore, US$1.33 
in Hongkong, US$1.19 in South Korea, 
US$0.63 in the Philippines, US$0.43 in Thai- 
land, and US$0.35 in Indonesia. 

There was a time when mass hysteria, 
the term given to a peculiar phenomenon in 
which first one woman and then often 
whole factories of women would fall into 
emotional fits of uncontrollable screaming, 
was remarkably prevalent. Women would 
often claim that they fell under the spell of a 
malevolent spirit, and these spells often 
caused the factories to close down. Old men 
known as Bomoh and revered for their know- 
ledge of spirits and the supernatural, would 
be called in from the villages and оба 


. pray over the hysterical 

$ women. Purification rites were 

A performed. 

8 This hysteria, prevalent 

3 ; : ) 
among girls in boarding 


schools, is rare in factories these 
days, but it still occurs. In a 
new, Taiwan-owned factory in 
Penang, for instance, a rash of 
hysteria broke out recently and 
workers say it is because the 
factory was built over the place 
where Japanese tortured pri- 
soners in the war — the spirits 
of the tortured ones are said to 
be haunting the workers. It 
does not seem to matter that 
there is no evidence to support 
this. 

But many of the raw edges 
of dislocation have been slowly 
worn away. In the early years, many work- 
ers had no choice but to become squatters. 
(The factories are not required to provide 
housing for their workers, and only a frac- 
tion have done so.) Scarcity of housing and 
extreme overcrowding is still a problem, but 
has vastly improved in the past five years. 
By now a routine has developed: new mi- 
grants are soon initiated and the rites of 
passage are much smoother. 

One of the most important routines is re- 
mittance. Depending on their pay and sense 
of obligation, most of the women in the FTZs 
send home M$50-100 a month. Although 
overall figures are not available, various uni- 
versity researchers as well as anecdotal evi- 
dence point to a pattern in which women 
factory workers have become the main 
means of support in their families. For 
example, Esah and her sister, also a factory 
worker, support their four siblings and par- 
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ents back in Trenggannu. Their father is a 
fisherman, but he is too old and sick to work. 

The sisters are part of what has been a 
quiet revolution, the exodus from the padi 
farms and rubber plantations to the city: in 
1970, 61.1% of Malays were rural and in- 
volved in agriculture; by 1980, only 46.196 
remained and in projections up to 1985 the 
trend has not slackened. This shift in em- 
ployment and migration is intertwined with 
the shift in the patterns of women workers. 
In 1957, 24.2% of the workforce was female 
but by 1985, the figure was almost 50%. 

It is not an easy life. There is no job sec- 
urity and when people are fired it is almost 
always the workers who have been there 
the longest, thus earning the most. If they 
find a new job, they start again at the bottom 
of the pay scale. They have no pension. But 
the biggest fear is retrenchment. (During the 
1984-85 recession, the electronics industry 
retrenched 30,000 workers.) 

Certainly the biggest change that has oc- 
curred in the electronics factories has been 
automation. They used to call the typical 
task of a production operator scope work be- 
cause women would peer through a micro- 
scope at a small wire, and then, with those 
nimble fingers, insert the wire into the chip. 
Those days are long gone. Now the circuitry 
is so minute that the nimblest of human 
hands are not good enough — everything is 
done by computers. Erstwhile scope work- 
ers now peer at video screens, watching the 
image to make sure the computers are fab- 
ricating the chips without any hitches. 

In 1975, one operator at Texas Instru- 
ments could produce 40 units per hour (a 
small part of a chip). By 1989, that same 
operator produced 20,000 units per hour. 
Demand must grow enormously to keep 
pace with automation for the factories to 
need the same number of workers. But even 
with continued demand, technically skilled 
workers and engineers are becoming more 
important than production operators. 
Women production operators are not being 
trained so that they could move into the 
more technical posts, says Jerry Lee who 
runs the Texas Instruments factory in the 
Ulu Klang FIZ near Kuala Lumpur. 


t Lee's factory, 80% of the employ- 
ees are women; the average worker 
has been there for eight years and 
50% are married. That women are 
becoming a permanent feature of the work- 
force is, remarkably, even overlooked by the 
workers themselves, who often speak of 
working in the FTZ only for a short time. 
Studies indicate that some factory workers 
never marry, usually because they have 
taken on the task of supporting their 
families. But many do marry, though later 
than their rural counterparts. Often, they 
marry other workers or soldiers or police- 
men, and, increasingly, they continue 
working. This emerging pattern of perma- 
nence runs together with a growing religio- 
> % 
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sity among women workers, which in turn 
has provoked a deep confusion about their 
role as Malay women. 

Perhaps the dakwah movement among 
women factory workers is a response to per- 
manence, a search for something meaning- 
ful in this new home. Religiosity in the FTZs 
certainly mirrors broader social trends. 
Some say it ensures Malay separateness. 
Others feel it undermines women workers 
sense of themselves as workers. 

A good Muslim equals a wife and 
mother, is the formula repeated by many 
women who have taken to wearing a tudung 
or veil, easily 30% of workers in most fac- 
tories. This formula, not quite the same as 
the one heard on the campuses, is a strange 
and troublesome one for women who, if 
they do marry, can rarely afford to quit. 

Few of the stacks of academic reports on 
workers delve into just how factory work is 
altering patterns of marriage and family life. 
Many married workers do have families, 
but usually smaller ones than typical rural 





Hussainsa looks for moral values. 


families. For older workers with children, 
living away from their extended families 
means devising new arrangements for rais- 
ing their children since neither the govern- 
ment nor the factories offer child care. 

A fashionable topic of academic research, 
though, is how this new working class per- 
ceives itself, or what sociologists love to 
call workers consciousness. Most agree that 
Malaysia confounds the usual pattern of 
industrialising countries. One reason is 
Malaysia's racial mix. The other reason, at 
least in the electronics industry, has been the 
government restriction on unions. 

In September 1988 the then minister of la- 
bour said a union would be permitted, but 
weeks later he said that only in-house 
unions would be allowed. Since then, 
women have for the first time grappled with 
the idea of forming unions. The responses 
are mixed, and, many of the academics who 
study women workers say that the religious 
revival discourages union activism. 

So far, only one factory has attempted to 
form a union, an attempt the owners vigor- 
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ously oppose and which has dragged on 
since February resulting in an emotional 
standoff. It was a male supervisor who 
launched the union at RCA in the Ulu Klang 
FTZ, but he slowly gathered a handful of 
women activists. After the union collected 
dues from over half the workers, the owners 
refused to recognise the union, saying that 
the ownership had changed hands with the 
factory now being owned by Harris Solid 
State. The matter still is unresolved. 


ohani Hussainsa feels the workers 
are missing something and itis not 
just the job security that unions 
perhaps could bring. She calls her- 
self an NEP guinea pig. When she was 17, 
she was among the first batch of women 
workers in Penang, and then, in 1985, she 
was among the 1,700 Mostek workers re- 
trenched when the recession hit the 272. 
Now 38, married and the mother of seven 
children, she says: "The women here aren't 
getting enough back. They work for years 
for not that much pay, they aren't really skil- 
led for anything else — what do they have to 
show for it,” she asks. "All of us have 
watched our lives slowly changed . . . We 
have fun, we go to parties, we become 
Westernised. Even though our parents 
don't approve, they don't say anything, 
because their daughters send money." 

She is looking for moral values, a moral 
order that fits this new world. She wants to 
blend Minah Karan and the veil. With a 
grant from a charity in the Netherlands, she 
has opened a centre called the Women 
Workforce Action Force. She envisions it as 
a centre of learning: there will be English 
classes and typing classes and lessons in 
tailoring. Her centre, she says, will engen- 
der self-reliance and moral values. But for 
now the centre looks forlorn and bare. A few 
workers wander in after their shift ends, and 
soon the conversation turns to whether the 
journey from the village had been worth it. 

They all agree it has been. A petite 
woman with short-cropped hair named 
Hasnah interrupts. “Sometimes, I wish Ihad 
never left home,” she says. Twelve years 
ago, when her parents refused to allow her 
to come, she ran away from her small village 
north of Kroh in Perak. Those first years 
were good ones. Then she met a supervisor 
in her factory and started dating him. “A lot 
of us did that. But I fell in love, and he was 
Chinese,” she said. He had promised to 
convert to Islam and they were married in a 
civil ceremony. But he never converted so 
she left him. "Now I'm disgraced,” she said, 
crying by this time. 

Just then, two boisterous young women 
arrived carrying small plastic bags filled with 
snacks. Hussainsa asks them if they are glad 
they came to Penang. “Of course,” one says. 
“I can make money and do what I want 
here,” she says. Hasnah laughs. “That 
sounds like me 12 years ago. I guess once 
you leave home, there'snoturningback." m 
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The IBM PS/2 











More power to get your 


business organised. And keep 
you running in a competitive 
environment. That's what the 
IBM Personal System/2” is 
designed to do. 


The power of the PS/2" makes 
it easier to use. Easier to begin 
with. Much easier to grow with. 


Powerful, functional, flexible. 
The PS/2 works the way you do 


— not the other way around. 
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Microsoft Excel 
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me BB | | lug it in, turn it on. PS/2 is 


PE oDotabase 
ready. 


You don’t always have to use 
the keyboard. Just take hold of 
the mouse. Looking for last 
month’s sales report? Point and 
click. It’s on your screen in 
dazzling colour. 


Trying to trim inventory costs’ 
Click. The figures take shape 


right in front of you. 
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freelance Plus 


WordPerfect 


Personal System /2 








у јр to automate youl 


bookkeeping? Want to test the 


viability of expansion 
opportunities? Want to сагг 
less inventory? An IBM PS 
can help you find the answers 


Anything an ordinary persona 
computer can do, PS/2 doe: 
better. Spreadsheet plannin 
database searches, word 
processing, presentation: PS/: 
brings speed, graphics and ІВМ 
reliability to your favourit 
DOS applications toda: 


But that's just the beginnin; 


& tomorrc 





Sx: 386? 486? What's it all 


mean’ 


It means that as you want to do 
more, your PS/2 is ready. With 
a choice of advanced 
microprocessors like Intel’s 
803865Х. 80386 and the most 
powertul processor of all — the 
new 1486. They allow you to 
move effortlessly into 
applications like desktop 
publishing, computer-aided 
design and network applications 
where extra speed and power 
make the difference 


PS/2 also has Micro Channel 
Architecture" — unique IBM 
technology that speeds up th: 
flow of data inside the 
computer. So even when you 
need to juggle several jobs at 
once, your PS/2 wont even be 
short of breath. 
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Personal System /2 








The question is no longer 
whether you can afford to 
computerise, it’s whether you 
can afford not to. The PS/2 is 
ready to start working for your 
business right now. 


With help from an IBM 
Authorised Dealer, your system 
can be up and running quickly 
Doing exactly what you need 
to do. 


Why walt any longer? Put it /2 
work. 
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I d like to learn more 
about the IBM Personal 
System/2. Get back to me 
with one of the following: 


| 

| 

| 

| L3 The 72 page booklet 

| entitled “How /2 buy a 
computer for a small 

| business” 

| LJ ІВМ Personal System/2 

| Pocket Guide, (an over- 

| view of all available 
models) 

| ЈА list of IBM Authorized 

| 

| 

| 

| 

| 

| 

| 

| 
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Dealers in your area 


Please attach your business 
card here and send и to: 


IBM World Trade Asia Corporation 
Advertising/Promotion Centre 
Level 32, One Pacific Place 

88 Queensway, Hong Kong 
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The great passport hunt 


` City onthe Rocks: Hong Kong’s 
icertain Future by Kevin 
ngu TRUM London and New York. £15.95 








i july 1997 moves into sharper focus 
of thousands more Hongkong 
are to leave before China takes 
ignty, curiosity in the rest of the 
| ontinues to grow. International jour- 
` palists and observers want to know more of 
p. Hongkong's history and people, and Kevin 
= Rafferty's book is the latest and possibly the 
т most thorough attempt to meet the need. 
~~ Certainly the Hongkong story — devo- 
tion and greed, hard work and prosperity, 
bungled. negotiations, cynical power-play 
гапа fear of the future — offers all the ele- 
. ments of drama, and Rafferty’s account is 
| lively and | highly readable. He sets out to 

















x Territory, rada history, government 

structure, past progress and present uncer- 

` tainties, with asides on nightclubs and other 

activities of the good, the great and the un- 
scrupulous. 

Less interesting are the lives of the untold 
thousands of reliable and virtually. non- 
unionised workers who have little hope of 

Пе dolce vita — the teachers, nurses, office 
workers, shop assistants, drivers, factory- 
hands — without whom Hongkong would 


be no more competitive or successful than 
today's Britain. Rafferty gives them little 
more than a passing glance. He is at his best, 
(he has spent many years in the Far East as a 
financial journalist) in giving the low-down 
on the Hongkong : Stock Exchange and local 
business and banking. 

He pays due tribute to the dynamism 
and entrepreneurial spirit of Vise du 
and his accounts of the various scandals and 
bank failures that have challenged the terri- 
tory's resilience make lively reading. How- 
ever, "economic and financial scandals not- 
withstanding . . . the 1970s and the very 
early 1980s were Hong Kong's finest times,” 
he says. “The territory had demonstrated to 
the world what could be achieved by liberal 
economic policies, hard work, imagination 
and a hunger for a better life." 

Then as we know came the Thatcher visit 
to Peking and the gloom when first the 
Chinese rulers spoke of embracing Hong- 
kong. By 1984 when China and Britain 
struck their first deal — the Joint Declaration 
— there was a resigned feeling that Hong- 
kong should make the best of what it had 
got. "Five years later the mood had turned 
to anger and a sense of betrayal." 

Publication deadline did not prevent 
Rafferty from taking in the Tiananmen mas- 
sacre, and with the title of his opening chap- 
ter — "The Slaughter of Six Million Hopes," 








A hard De's night 


Socialite Evenings by Shobha De. Penguin, 
. New Delhi. Rs 50 (US$2.95). 


. ln the late 1960s, in the context of the 
American involvement in Vietnam, Nor- 
man Mailer invented the term "factoid": an 
untruth that by repetition and dissemina- 

: tion was elevated to the status of a fact. 
Twenty years later, Shobha De, a Bombay 
. model turned gossip columnist turned au- 
. thor, might be credited with coining the con- 
_ cept of a “noveloid”: an anti-book that with 
` the help of media hype becomes a bestseller. 
R The story of De — already billed as 
. India's answer to Jackie Collins — — is perhaps 
nore revelatory of Bombay’s surreal socios- 

ап the partly autobiographical fan- 
spins. De, 41, is the re-packaged 

f the consumerist fable of con- 
urban India as projected by the 
ine of Bombay. Like Karuna, the 
ocialite Evenings (“I was born та 
Satara, a remote village in 
De was blessed with a suita- 
middle-class background, 
















the better to highlight her subsequent 
career: first as fashion model, then as pur- 
veyor of glossy gossip, pen dipped in Poison 
by Christian Dior. 

Mention in a syndicated Shobha column 
was enough to guarantee instant celebrity in 
the solipsist world of Bombay's glitterati, not 
to mention the rest of the country. Then, a 
divorce, second husband and six children 
later, De decided to write a novel based on 
her close encounters with the jet-set kind. 
The weekend supplements, of which she is 
a star attraction, featured lengthy pre-publi- 
cation excerpts, the more daring not bother- 
ing with the protective camouflage of as- 
terisks for the frequently used four-letter 
words, which created pulp journalism his- 
tory of a kind. 

The reviews began to appear even before 
the novel did. Most of the critiques were 
scathing, particularly after De in one of her 
many magazine interviews indirectly com- 
pared herself with George Bernard Shaw 
(both of them had their first work published 
fairly late in life). Adverse though most of it 
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he relates the June events i 
effect on Hongkong. But he ren 
well before the massacre, them 


the cretion E 2. 
duced Hongkong by 1997 to a 
grand buildings but essentially as 
rock as when it was first cola used. 
1842. | 
British policy may toughen unde 
foreign secretary. The Governor 
Wilson is pleading for a right of abode | i 


The present Peking gerontocracy must mo 
time disappear from the stage. But neither | 
Rafferty nor anyone else сап seeclearlveven —— 
five years ahead, and the unknown ele- v 
ments are crucial. How far can China remain | 
uninfluenced by events іп Eastern Europe | 
and the Soviet Ünion? What will be the role 
and influence of the army in China's worse- _ 
ning economic plight? Hongkong me 
can only watch, hope — or: find a пије Out | 

















was, the sheer volume of commenterisured | 
that the novel would be a bestseller. Pub ic 
interest was whetted by the assumption that _ 
most of the more outrageous characters | 
were based on real-life personalities. 
The blurb says it all. "Karuna, a promi 
nent Bombay socialist, writes her memoir: 
‚ we see how the gauche middle-class. sr 
metamorphoses into a star — we also mee! 
her friends and enemies: neurotic, : 























penchant б e &rish, the pret 
tious ad man; Girish, the art film- maker . 
all these characters and more play out 
lives against the backdrop of Bombay — ¢ 
tering, entrancing, dangerous — а € 
unique unto itself." The prose is also ur 
unto itself, and belongs to the Rhinesk 
Realism school. 
Socialite Evenings has reportedly alrea 
sold over 15,000 copies — а: Ж tof 
cally published first novel — 
go into a second edition. 
working on an sequel. T 
8 oduct in hat | it. сати 
Socialite Evenings proves. that i 
the ‘readeroids’ they deserve. | 
versa. = dug t 
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surpluses have begun to shrink 
· dramatically, defying Tokyo-based 
У economists who less than а year 
armed that the opposite would happen. 
Те process reached a climax in November, 
when the monthly trade surplus amounted 
-to US$3.53 billion, 46.2% less than the com- 
Parable figure last year. 

Yet Japan's trading partners appear 
strangely unimpressed — and even Japan's 
leading central economic institutions are un- 
characteristically quiet about the achieve- 
ment. One major source of embarrassment 
о Tokyo trade officials is that, though the 
global trade surplus is coming down very 
sharply, trade with the US remains almost 
as unbalanced as ever. 

Ви more worrying is that changes in the 
trade surplus appear to be closely linked 
with shifts in the yen exchange rate. If this is 
the whole process could go into reverse 
during the next few months. 

222 Economists believe that the so-called re- 
verse T-curve effect, whereby a weaker yen 
reduces the US dollar-denominated value of 
exports, may have played a very large part 
сіп making the surplus look smaller over the 


| impact of the J-curve 






ast few months. But if the yen continues to 
| at its. current. level of around 
068: ¥145, the “reverse ^ J-curve should 
rbya Арды, when there 
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prices for Japan’s exports begin to attract a 
flood of new orders from overseas buyers. 

The fear of this sort of backlash may ex- 

lain why the Ministry of International 

rade and Industry is not going out of its 
way to draw attention to the latest trade fig- 
ures. Officials at the Bank of Japan (Во), the 
central bank) initially seemed more willing 
to admit that an important change may be 
under way. 

But now the Boj, too, appears to have 
realised that a downturn in the trade figures 
could rebound by making the yen even 
weaker than it at present, thus threatening 
price stability. This may explain why it re- 
cently tried to downplay the views of a 
senior official who had argued that the 
surplus may be shrinking for "structural" 
reasons, and not just because of the J-curve. 

The official suggested in early December 
that "more than half" of the recent fall in 
the trade surplus was due to structural fac- 
tors and less than half to the ]-curve effect. 
He also forecast that the surplus for 1989 
would fall by between US$13 billion and 
US$15 billion from the 1988 figure of US$95 
billion. 

The surplus on the current account 
(US$80 billion in 1988) would be down by 
“more than US$15 billion,” the official 
added. This, he argued, is thanks to a for- 
eign travel boom which has more than offset 
the surplus Japan now earns from interest 
payments on its foreign investments. 

BoJ spokesmen have declined to follow 
up these off-the-cuff comments by revealing 
the details of a study, supposedly being car- 
ried out by the вој, on why the surplus is 
shrinking so fast. Nevertheless, a number of 
independent economists suggest that the 
trend is at least partly structural. 

According to Peter Morgan, chief econo- 
mist at the Tokyo branch of Bardays de 
Zoete Wedd (BZW), structural and other 
“non-] curve" factors may have accounted 
for more than half the shift in recent 
months. The J-curve may take over the lead- 
ing role in surplus figures from December 
onwards because of the margin of yen de- 
preciation from year-ago levels is wider than 
it was in the summer and autumn. 

The key to the J-curve mechanism in 
Japan is that the bulk of exports are now de- 
nonimated in yen (unlike imports, which 
are mainly paid for in dollars). This means 
that a fall in the yen automatically reduces 
US dollar-denominated export prices. | 
. Theimpact of this on export earnings can 
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be seen from an index published by the Eco 
nomic Planning Agency (EPA) which shows 
export prices falling by 2.7% from year-ago 
levels in August and by 8.0% in November. | 
The volume of exports has gone on rising — 
but not by enough to counteract the fall in 
dollar values. 

On the other hand, the weaker yen has 
had far less impact on the value of Japan's 
imports. But there have been other reasons 
why imports have jumped in value over the 





Japan's shrinking surplus 
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last few months. Sharply increased oil prices 
combined with an increase in the volume of 
shipments to push up the value of oil im- 
ports by 39-4976 in three months from Au- 
gust to September, and probably by at least 
as much in November. 

Imports of aircraft have also jumped 
sharply during the past few months, reflect- 
ing the route expansion plans of Japan Air- 
lines and rival carrier All Nippon Airways. 
The rise from year-ago levels ranged from 
nearly 500% in August to 30% in October. 
The jump would have been even sharper if 
US manufacturers had been better at meet- 
ing delivery deadlines. — 

Gold imports, which account for roughly 
1% of the entire Japanese import bill, were 
weak throughout the summer and autumn, 
but economists expect the bottoming of the 
world market to whet Japanese appetites for 
gold and other precious metals. This may 
not be a. "structural factor," but it is one 
reason why the import boom may continue 
through early 1990, even if iL rate 
factors weaken. 
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largest trading partner, began falling before 
the 4 June Peking massacre, but have suf- 
fered much more since then, with exports 
down 30% in September, in part because of 
de facto sanctions on bank lending which 
have hindered import financing. 

Japanese car exports are another problem 
area, though economists admit that long- 
term trends are still very hard to isolate from 
month-to-month fluctuations in shipments. 
Car exports to the US boomed in August 
and September but fell 22% in value terms in 
October from 1988 levels. This may be the 
first sign that Japanese "transplant" factories 
in the US are starting to win market share 
away from the same companies' factories in 
Japan, Morgan says. 

The startling behaviour of the trade fig- 
ures during the past few months makes it 
virtually certain that Japan's trade surplus in 
the 1989 fiscal year (ending next March) will 
fall below US$80 billion — as compared with 
the "optimistic" forecast of US$88 billion re- 
leased by the EPA last winter. What happens 
after that is anybody's guess. 

BZW's Morgan believes that the surplus 
will flatten out in the second half of 1990 as 
the J-curve stops depressing the value of ex- 
ports. But he believes the adjustment pro- 
cess will take another step forwards in 1991 
as offshore manufacturing continues to eat 
into the volume exports from Japan. Ken- 
neth Courtis, chief economist at DB Capital 
Markets (Asia) feels less certain that the ad- 
justment process will go smoothly, but be- 
lieves that by far the most likely outcome is 
that the surplus will bounce back in 1990, to 
around US$94 billion, as the weak yen 
stimulates overseas demand for Japan's ex- 
ports. 
A much lower surplus of around US$65 
billion is an outside possibility for 1990, 
Courtis thinks, but only on the assumption 
of deep recession in the US and if one takes 
at face value the claim of South Korea that its 
economy will grow by as little as 6.5% in 
1989. Strong growth in the US and Europe 
combined with continued yen weakness 
could push the surplus over US$100 billion. 

The EPA also sees some increase in the 
surplus in 1990, though not to the levels of 
1988 when the trade surplus hit US$95.3 bil- 
lion. One of its reasons for thinking that ex- 
ports will grow more strongly is that Japan- 
ese industry will reap the fruits of the 
domestic investment splurge of 1988-89, 
when spending on new plant and equip- 
ment is likely to have risen by over 17% for 
two years running. Japan has not experi- 
enced such a boom since the mid-1960s. 

Disagreements about the trade outlook 
for 1990 stem from the fact that there are far 
more than the usual number of variants that 
could affect next year's performance. But 
one factor seems likely to stay the same. 
Tensions over trade between Japan and the 
US will continue at high pitch whether or 
not the figures suggest that the relationship 
is being brought under control. n 
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Пизи Thani hotel group has bold expansion plans 


The inn erowd 


By Jonathan Friedland in Bangkok 


hailand's premier hotel group, Dusit 

Thani Corp. (DTC), is quietly and sen- 

sibly fortifying its equity base in the 
midst of an aggressive expansion campaign. 
When the exercise is completed in early 
1990, DTC will have the resources to join the 
Kuok family's Shangri La group and Over- 
seas Union Enterprise's Singapore Manda- 
rin chain as a major Southeast Asian-based 
multinational hotel operator. 

DTC will also be financially well protected 
against the coming glut on its home turf. Be- 
tween 1989-92, 65 hotels are expected to 
open in Thailand, bringing almost 21,000 
extra rooms on the market. At least five of 
these hotels will be built by DTC and its 
affiliates. The 23-year-old 
company, which has rev- 
enues of Baht 960 million 
(US$37.3 million), currently 
part-owns and operates six 
Thai hotel-resort proper- 
ties, including two in Bang- 
kok. 

DTC will soon list Princess 
Grand Corp., a 51%-owned 
company that will concen- 
trate on four-star properties, 
and its 55%-held Dusit Re- 
sort and Polo Club Cha-am. 
The flotations will give ртс 
a more flexible corporate |. 
structure and steady the ~ 
groups modest debt-to- 
equity ratio at a time when 
its development bills are rapidly rising. 

“Our main objective is to continue to ex- 
pand the group while keeping borrowings 
to a minimum,” said Chanin Donavanik, 
DTC's executive director and son of its foun- 
der and chairperson Chanut Piyaoui. “We 
want to be very liquid in 1992-93 when sup- 
ply again outstrips demand.” 

The Baht 600 million capitalised Princess 
Grand, which will consist of three properties 
when listed, will be used as a vehicle for 
Dusit’s future expansion in Thailand, while 
the Baht 300 million capitalised Cha-am pro- 
ject near Hua Hin is expected to provide the 
focal point for the next major resort area in 
southern Thailand. 

Further afield, DTC is expected to win 
Laos Government approval shortly to build 
a 200-room hotel in Vientiane with a Japan- 
ese partner. The group has also entered a 
bid with United Overseas Land to develop a 
prime Thai embassy-owned site in Singa- 
pore and is one of five finalists competing to 
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Chanin: liquidity. 


renovate the Strand Hotel in Rangoon. Cha- 
nin said that DTC is also looking at property 
in Ho Chi Minh City and Bali. 

The reorganisation and move offshore 
comes after four years of expansion on the 
home front that resulted in substantial 
growth in shareholder values and admirably 
little deterioration of the group balance- 
sheet. Revenue has grown from Baht 396 
million in 1986 to an estimated Baht 960 
million this year, according to Baring 
Securities, while net income has climbed 
from Baht 40 million to Baht 265 million. 
W. I. Carr (Far East) calculates that DTC's re- 
turn on equity has increased from 9.2% to 
24.8% during the same period, while its re- 
turn on assets have shown a similar rise, 
from 7.5% to 18.6%. 

"Whatdistinguishes [DTC] 
from the other Thai hotel 
companies is that they have a 
vision for the future," said 
Mark Greenwood, an ana- 
lyst at First Pacific Asia Sec- 
urities. “They have a strategy 
which covers all areas of the 
market. They pick good loca- 
tions, they plan well and 
they make money.” 

This record has made DTC 

a favourite among foreign 
investors, who hold an 
estimated 30% of the par- 
ent-company stock. Rough- 
ly 65% of DTC's stock is 
held by the Piyaoui family 
and by Thailand's Crown 
rty Bureau. 
e creation of Princess Grand appears, 
however, to work to the disadvantage of 
DTC shareholders in the short term; the new 
company is buying two of its three proper- 
ties from DTC at book value even though 
they are worth considerably more. In addi- 
tion, DTC has borne development expenses 
for the properties, a sum of money that will 
take some time to recoup through the man- 
agement contracts it will retain. 

After the sale of DTC's interests in the 
Princess Hotel in Bangkok, the Dusit Inn 
Chiang Mai and the Princess Riverside 
Hotel, which is being built on the Chao 
Phraya River at an estimated cost of Baht 1.5 
billion, the net asset value per share of DTC 
will be almost halved from Baht 2,289 to 
Baht 1,154. 

Realising this, DTC investors apparently 
believe the eventual payback warrants any 
immediate discomfort and have jumped 
at the Princess Grand and Cha-am offer- 
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ings. The 30 million shares in Princess Dusit Thani Corp. in figures 
Grand privately placed out and made availa- OEE 
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: Year to Baht EPS foreign Div. 
tween Baht 14 and Baht 19 ВЕСЕ ie ROW Dec. million | Baht p/e board Baht 
trading at Baht 30 and higher on the over- 2 
the-counter market. Shares in the Cha-am 1930 300.0900. 3182 502... S00 
development are also trading at a premium. 1989" 2650 736 247 563 400 

“DTC is placing the burden of expansion 1988 203311: 7565 322. MT ^ 300 
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night. When Chanut first set out to build her 
flagship hotel in 1966, she had a difficult 
time convincing bankers of the efficacy of a 
23-storey hotel on the then-sleepier corner 
of Silom and Rama IV roads in Bangkok. 
Financing remained touch and go through- 
out the 1970s as Thailand suffered a busi- 
ness downturn in the wake of the Vietnam 
War. In this period, the then 700-room Dusit 
Thani posted an occupancy rate of only 
30%. Managers came and went, and mar- 
keting campaigns wavered indecisively be- 
tween appeals to tour groups and five-star 
business travellers. 

The turning point in DTC’s fortunes came 
in 1981, when Chanut hired her son. Cha- 
nin’s organisational capabilities, said one 
DTC executive, meshed well with his 
mother’s considerable skill as a hotelier and 
her knack for picking choice properties. 


timed re-positioning of the chain flagship. 
The number of rooms was cut, rates were in- 
creased and the marketing focus was shifted 
solely to businessmen. While occupancy 
rates dropped during a 1984-85 downturn, 
revenue increased to the point where DTC 
could afford to buy new properties. 

Chanut did not have to look very far. 
Two properties owned by her sister's family 
were struggling badly and needed an injec- 
tion of cash and management skills. In 1985, 
DTC bought 51% of the Chiang Mai Palace 
Hotel and two years later took management 
control of the Hyatt Pattaya, renaming it the 
Dusit Resort. After substantial renovation, 
company Officials say, both properties are 
making a modest profit. 

In 1987, the Dusit Laguna Phuket was 
added to the group. DTC owns 15% of the 





well as holding the management contract for 
the 240-room resort. Over this same period, 
Chanut began accumulating property, 
sometimes directly through DTC and some- 
times through other companies, for future 
expansion. 

Group companies now own develop- 
ment sites in Rayong, Songkla, Koh Samui 
and Krabi in addition to the projects under 
way in Bangkok, Cha-am and Chiang Mai, 
where a new DTC hotel will be built when the 
Dusit Inn is injected into Princess Grand. 
DTC this year also won a management con- 
tract to operate a 286-room resort at Chiang 
Rai in the north of Thailand. 

Chanin said DTC now has a sufficient core 
of profitable properties to begin long-term 
investments in support operations such as a 
large-scale laundry centre, a catering facility 


Chanin's first project was a happily 





Chanut’s crown jewel 


Since the incorporation of DTC in 1966, chairperson Chanut 


= Piyaoui has had a close relationship with Thailand's Crown Prop- 


erty Bureau (CPB). The investment arm of Thailand's royal family 
leased her the prime six-acre property upon which she built the 
Dusit Thani hotel and took an equity stake in DTC which now 
amounts to a little under 1876. 
Keeping these ties in mind, analysts in Thailand were not 
. surprised when Chanut in April 1988 purchased 10% of the out- 
_ standing shares in Mah Boonkrong Drying and Silo Co., an ailing 
. real estate and agricultural products firm, and began a still incom- 
plete and highly contentious bid for management control. 

"It is no accident that Chanut is the one picking up the pieces 

_ from Mah Boonkrong,” said the head of one Thai brokerage 
-= house. "She is an extremely astute businesswoman and is well 
_ trusted by the СРВ to go the distance." 

An arm of Mah Boonkrong (MBK) is the owner of an eponym- 
ous and extremely valuable shopping complex in central 
Bangkok. The MBK group owes an estimated Baht 2.2 billion 
(US$85.4 million) to creditors, mostly incurred in the construction 
of the centre, an attached office block and a hotel podium, only 
seven storeys of which has been built. 

As much as half of this sum, according to stock analysts, is 
owed to Siam Commercial Bank. The bank's main shareholder, 
at just under 22%, is the CPB. Along with 18 other creditors, in- 
cluding its brokerage affiliate Dhana Siam Securities, Siam Com- 
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joint venture with the Thai Wah Group as 


and a hotel training school. 


mercial has sued MBK management to recover its debts. It has al- 
ready assumed control over six MBK affiliate companies including 
the one that holds the management contract for the MBK Centre. 
MBK president Sirichai Bulkul has been anything but coopera- 
tive with his creditors, particularly when it has come to Chanut's 
efforts to gain management control of the company and its crown 
jewel. Over the past four years, Sirichai has denied creditors ac- 
cess to information on the leaseholdings of MBK Centre tenants. 
Even after he lost a court case in December 1988 compelling 
him to do so, Sirichai also refused to turn over the share registry 
to Chanut. In late January, the 70-year-old chairperson of DTC 
ousted Sirichai, appointed a six-member board for Mah Boon- 
krong Drying and Silo based on her then 43.5% stakeholding. 
Chanut's overall equity position in MBK, accumulated in part 
through a complex series of option arrangements with foreign 
shareholders of its stock, is now said to tally more than 51%. MBK 
shares have disappeared from the over-the-counter market; indi- 
cating to some analysts that a positive resolution of the conflict is 
near. 
Despite control over the majority of shares and the MBK board, 
sources close to Chanut said she is still having a difficult time win- 


ning the cooperation of MBK tenants and in drumming up the 


cash flow necessary to meet the firm's debt-service obligations. 

While ртс has played no role in Chanut's effort to take over 
MBK, analysts have speculated that the hotel company would 
seek to complete the unfinished hotel atop the MBK Centre once 
the legal wrangle is settled. DTC said this is unlikely to be the case 
until the 20-year lease (which has 12 more years to run) on the 
land upon which the MBK Centre is built is renegotiated with the 
landlord. и Jonathan Friedland 
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OVER 200 YEARS OF CAREFUL BREEDING 
PRODUCED THIS CHAMPION 





Every once in a while, a truly great om 
horse is born. A horse destined to become á x 
a supreme champion on the racecourse iv 
and to pass into legend. A Nijinsky or i | 


an Arkle, a Red Rum Ora Shirgar == superb The fine lines of tbe thoroughbred denote an impeccable pedigree 


animals who remain unchallenged in their lifetimes. 
But perfection does not come about by chance. Such 
a horse is the result of the careful breeding of the bluest 
of bloodlines that can be traced for generations. And from 
the day of its birth, the young horse will be lovingly 
nurtured and cared for, meticulously shaped into a 
champion. 
So it is with Hine X.O., the champion of fine 
cognacs, the choice of connoisseurs. 
wy Established in the heart of the Cognac region 
м of France in 1763, the house of Hine 






has remained unswervingly 





Leaves nothing to be desired. 
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Жж. faithful to the standards of quality set 

Ре down by its founder, Thomas Hine 
Since the eighteenth 

century, every drop of 


| ii 
Hine cognac has been lo 4 


vingly matured under the watchful eye of 







one man, the cellarmaster, whose senses | 
are his birthright and whose extraordinary 
talents can be traced back through 
six generations of the Hine family. | 
Hine X.O.— a thoroughbred champion 
of maturity, delicacy and 
finesse. A cognac of 
incomparable quality, 
to be savoured with 
respect and infinite \ 
pleasure. 
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INVESTMENT 


Bhutto lays foundation for economic comeback 


Reform at the roots 


By Salamat Ali in Islamabad 


n its first year in power in Pakistan, Ben- 

azir Bhutto's government has spent 

much energy tryi Б 10 lay the political, 
administrative and physical foundations 
for private investment-led growth. Bhutto 
claims these efforts are beginning to show 
dividends — her administration has approv- 
ed a record Rs 43 billion (US$2.01 billion) in 
private industrial investments this year. 

Renewed economic confidence was also 
shown by a 22% rise in home remittances by 
expatriate Pakistanis and a 2276 rise in in- 
dustrial production over the year. Further, 
for the first time, longstanding nationalised 
money-losers have declared profits, includ- 
ing Pakistan Steel, Heavy Mechanical Com- 
plex and Karachi Shipyard. 

Although these figures are as yet uncon- 
firmed, and it may be too early to declare 
that Pakistan is in the midst of an invest- 
ment boom, they augur well for Bhutto's at- 
tempts to encourage private investment. 

In an effort to speed the pace of invest- 
ment, the new Board of Investments (BOI), 
chaired by Bhutto, is about to being a pro- 
motion programme in Japan, the US, Bri- 


which that finance is allocated. Pakistan has 
a mostly nationalised banking system, and 
state banks disburse about 75% of loans. 
Banks are given credit policies through the 
central bank and through the Banking 
Council, the apex body of the state banks. 

In June, Pakistan’s financial institutions 
were told that feasible projects put forward 
by established entrepreneurs were to be fi- 
nanced on a 60:40 debt-equity ratio and that 
separate bridging finance was to be ex- 
tended until the project came on stream. 
Previously, bridging finance was counted 
part of the equity support. If the project is 
headed by an entrepreneur with no signi- 
ficant track record, the newly prescribed 
debt-equity ratio rises to 70:30, excluding 
bridge financing. 

There are also new rules for joint ven- 
tures: those with up to 49% foreign equity 
no longer need official clearance. Similarly, 
official permission is no longer needed for 
fixing equity ratios in joint ventures among 
co-sponsors, or for fixing royalties, technical 
fees or consultation charges. Also removed 
is the need for government permission to 
start a business which uses 50% or more im- 
ported raw materials — companies can be 


One major problem would-be private in- 
vestors face is a critical lack of infrastructure, 
the BOI believes. So some Rs 38 billion of the 
Rs 43 billion in investment sanctioned this 
year will go into power generation, oil refin- 
ing and chemicals. These projects will take 
two to three years to come on stream, after 
which Pakistan should have enough power 
and other facilities to service any foreseeable 
inflow of foreign capital. 

The newest government policy is a deci- 
sion in principle to abolish governmental ap- 
proval for expansion, modernisation or re- 
habilitation of existing private industries up 
to an as yet unspecified investment ceiling. 
Industrial development can be achieved 
quicker, and more cheaply, by expanding 
and upgrading existing businesses than by 
starting new ones — so the theory runs. 

Not all businessmen have welcomed 
Bhutto's initiatives. Some fear that while the 
new policies may speed up investment, 
they also leave the system open to abuse. 
For example, they worry that under the new 
financial policies, projects could be initially 
overcapitalised, only for the funds to dwin- 
dle through “leakages.” The result, they 
say, would merely be to divert capital from 
profitable existing businesses. 

Much remains to be done to encourage 
investment — most notably, reform and 
regulation of the stock exchange. While 
Bhutto claims credit for a Rs 5.3 billion rise 
in the value of shares listed on the Karachi 
Stock Exchange (KSE) in the past 12 months, 
as well as a doubling of daily turnover to 
Rs 1 million, regulation remains lamentably 


Pakistan investors pave way for faster growth 
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_tain, Australia and Canada. It will distribute 


feasibility reports on small and medium- 
scale industries through investment banks 
and start publishing economic indicators. 
The list of sectors closed to private invest- 
ors has been cut to seven from 12 and is due 
to be reduced further. The size of business 
ventures above which government ар- 
proval is needed has been raised to Rs 1 bil- 
lion from Rs 500 million. One of the conse- 
quences has been a 40% increase in bank 
lending in the past year as entrepreneurs 
seek financing for their projects. 
` Bhutto has also changed the rules under 
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based entirely on imported raw materials. 
Nevertheless, direct foreign investment is 
still relatively rare. 

In an attempt to undercut Pakistan’s 
cumbersome administration, Bhutto set up 
the BOI to provide virtually a one-stop clear- 
ance shop for investment proposals of Rs 1 
billion and more. Once a project is cleared 
by the Bol, the Investment Promotion 
Bureau (IPB) takes over. The IPB keeps track 
of the project’s progress, ensures provision 
of loans, corrals the relevant government 
agencies into action and generally acts as an 
administrative troubleshooter. 
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poor. Foreigners are not allowed to buy 
shares on the KSE, but it is hardly likely they 
would wish to in the current state of the 
market. At present, the KSE is less a channel 
for investment than it is a forum for a few in- 
dividuals to make easy money. 

Dubious corporate practices abound on 
the KSE, emphasised by the fact that 74 of the 
414 companies listed on the Karachi and La- 
hore Stock Exchanges this year reported 
losses exceeding their equity. None of these 
74 companies has gone into liquidation be- 
cause legal proceedings usually drag on for 
some 10-15 years. м 
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From Miami and New York to 
Frankfurt and Singapore, millions 
are ‘discovering transit systems 
made for the present and designed 
for the future. They’re automated 
people-movers of the “Rubber Tire 
Electric Train” type, or the magnet- 
ically levitated systems called 
“M-Bahn”. Both of our systems 
virtually eliminate noise and pollu- 
tion and can cut operating costs 
by up to half. 

Changi Airport is the first airport 
in South East Asia to have such an 
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automated people-mover system. 
Designed to handle the challenging 





task of moving passengers be- 
tween the existing Terminal 1 and 
the new Terminal 2. Travelling the 
half kilometer distance between 
the terminals will take literally one 
minute. The coaches will run 
“driverless”, ferrying up to 5,000 
passengers per hour. Planners 
anticipate an increase in passenger 
volume at Changi, reaching a level 
of 20 million passengers by the 
year 2,000. 
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tomorrow. 
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More for square eyes 


or TV addicts, big is beautiful. In 

Japan, shipments of TVs with 

screens 25 in. or bigger now ac- 

count for around 60% of the market 
by value. The brouhaha over high-definition 
TV (HDTV) seems to have made consumers 
even hungrier for the delights of wide- 
screen viewing. 

The trouble is that big is also bulky. Be- 
cause of the way cathode ray tubes (CRTS) 
work, conventional TVs must be almost as 
deep as they are wide. Flat panel Tvs that 
you can hang on your wall arethe ideal solu- 
tion, but they are thought to be at least sev- 
eral years away from commercialisation. 

Now, into the breach steps a new type of 
big-screen system known as liquid crystal 
display (LCD) projectors. These are compact 
and relatively inexpensive machines which 
can, the makers claim, turn your living room 
into a cinema. 

In August, Osaka consumer-electronics 
specialist Sharp became the first company to 
announce an LCD projection system. 
Last month saw two new entrants to 
the market — video pioneer JVC and a 
small US start-up called In-Focus. 
Other home-appliance manufactur- 
ers, notably Sanyo, are rumoured to 
have products on the way. 

Of course, projection TV systems 
are not new. Front-and back-projec- 
tion systems are currently available. 
Both use small CRTs as their source 
with lenses attached to enlarge the 
image. Such systems are big (thus 
difficult to lug around), expensive 
(typically costing some  US$10- 
20,000) and often need a technician in 
attendance to adjust them. 

On top of their physical draw- 


in flight simulators and, most strikingly, in 
giant screens developed by Hughes for use 
by Norad in tracking Soviet missiles. Such 
systems are extremely expensive. 

Sharp's LCD projector, by contrast, costs 
around US$3,300. The machine, which re- 
sembles a slide projector, weighs just 14 kg, 
which means it can be set up almost any- 
where (even outdoors). 

The system works using special mirrors 
to split white light from a powerful halogen 
lamp into its red, green and blue compo- 
nents. The coloured light is then shone 
through three 5-cm LCD panels, each of 
which consists of almost 90,000 individual 
liquid crystal cells arranged in a matrix. 

By blocking or allowing the light to pass 
through them, the cells make up the picture. 
Light which passes through the panels is 
combined via a prism and projected onto a 
screen in the form of an image up to 100 in. 
diagonal. 

Brightness in an LCD projector is a func- 





backs, CRT-style projection TVs are Turning the living room into a cinema. 


less than satisfactory from the view- 

er's point of view. One drawback is bright- 
ness — the further away the screen is from 
the tube, the dimmer the image. Another, 
more subtle, drawback is that the beams of 
electrons which shoot out from а CRT's col- 
our guns are slightly bent by the Earth's 
magnetic field. Not noticeable on a small 
screen, the distortion becomes apparent 
when the image is projected onto a big 
screen. 

High prices, poor image quality and big- 
as-a-bathtub bulk add up to poor prospects 
in what makers believe should be a big 
growth market. Hence, the attraction of LCD 
projectors. 

Like many technologies, the LCD projec- 
tor started life in the US military. Sophisti- 
cated LCD-based systems can today be found 


tion of the lamp. And since there are no elec- 
tron beams, there is no opportunity for dis- 
tortion by the Earth's magnetic field. 

Nevertheless, there is a snag. The resolu- 
tion — the quality — of the projected picture 
depends on how many picture elements it 
consists of. In the Sharp machine, resolution 
is 270,000 (90,000 x 3) elements. It projects an 
image which, though bright, is somewhat 
grainy, as if it were being shone through a 
mesh. 

The Jvc system, by contrast, has a much 
higher resolution of over 630,000 elements. 
This is good enough to reduce the mosaic ef- 
fect considerably. But you have to pay for 
the extra quality — the system sells for just 
under ¥1 million (US$6,935) in Japan. 

A high price is not necessarily a draw- 
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back for the well-heeled Japanese con- 
sumer. Retailers in Akihabara — Tokyo's 
electronic goods mecca — report that expen- 
sive items are currently very popular. One 
of their best-selling lines this winter is Per- 
sian carpets with built-in electric heaters 
that sell for over ¥1 million. And Jvc re- 
ports brisk sales of its deluxe custom-built 
100-in. systems throughout Tokyo's depart- 
ment stores. 

The company sees LCD projectors as a 
good way to take full advantage of the im- 
proved picture quality of videotapes re- 
corded in its souped-up format, S-VHS. Such 
tapes now account for 20% of available video 
software in Japan, and the ratio is rapidly in- 
creasing. 

The company's system can project im- 
ages of up to 120 in. diagonal. By attaching a 
special lens, the projector can also produce a 
wide-screen, cinemascope image. Backed 
by stereo sound, the JVC machine turns liv- 
ing room armchairs into front-row stalls, its 
maker claims. 

Not many Japanese homes are big 
enough to take a system like this. 
Rather, JVC sees hotels and confer- 
ence centres as being a more promis- 
ing market for LCD projectors. And, 
though the company has yet to 
announce export plans, the much 
bigger US market is obviously tempt- 


ing. 

In the US, the principal applica- 
tion for projection systems are not TV 
programmes and videos but busi- 
ness and education. The medium is 
attractive for sales presentations and 
illustrations for lectures. 

This is the market that the In- 
Focus system is intended to address. 
The idea is that presentations gener- 
ated on a personal computer can 
plug directly into the system for projection. 
The Oregon-based company's machine 
costs around US$5,000. Its projector uses 
LCDs custom made for it by Kyocera, a Ja- 
panese firm. 

All the makers of LCD projectors see their 
systems as a stepping stone on the road to 
HDTV. JVC points out that in wide-screen 
mode, the aspect ratio of the picture (i.e., its 
width to its height) is 16:9, the same as Hi- 
Vision, Japan's version of HDTV. 

If they are to be used like Tvs, how- 
ever, LCD projectors will have to solve one 
problem. The lamps they use have a lifetime 
of as little as 500 hours. Will TV addicts be 
prepared to shell out US$70 every few 
months for replacement lamps? 

и Bob Johnstone 
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ECONOMIC RELATIONS 


China, Japan uneasy with sanctions 


Neighbourly dispute 


By Louise do Rosario 


conomic relations between China 

and Japan are at a low point, despite 

an apparent desire by both sides, par- 
ticularly Japanese banks, to get on with busi- 
ness. But problems could disappear quickly 
if Sino-US relations take a turn for the better 
following the recent visit to Peking of US 
National Security Adviser Brent Scowcroft. 

In the wake of the Peking massacre, the 
Japanese Government, along with other 
leading industrial nations, imposed sanc- 
tions on China, including the suspension of 
high-level official visits and a freeze on soft 
loans. 

The sanctions, however, have put the Ja- 
panese Government in a dilemma. Peking is 
mounting pressure on Tokyo to ease the 
measures, particularly those affecting a 
huge loan package for China’s five-year eco- 
nomic plan beginning in 1991. Playing on 
Japan’s guilt because of its war atrocities, Pe- 
king has constantly reminded recent Japan- 
ese visitors that China rejected the estimated 
0562 billion in war reparations offered by 
Japan after World War II and is therefore en- 
titled to more help from Tokyo during its 
current economic difficulties. 

Japanese officials, however, are reluctant 
to loosen the purse strings because of the 
strong worldwide condemnation of the Pe- 
king crackdown. Observers point out that 
Tokyo, which is clearly uneasy with its cur- 
rent position towards its large neighbour, 
does not want to risk upsetting allies further 
at a time when it is under strong attack from 
them on trade issues. 

As one Japanese official says: “Our rela- 
tions with China are important, but not the 
most important to us.” 

All these worries could end if Scowcroft's 
surprise visit to Peking results in a removal 
of US sanctions against China. Japan would 
follow suit. US Congressmen, however, 
warn that a host of differences exist between 
Peking and Washington. 

Still, a comeback of conservative leaders 
and frequent shifts in Peking’s economic po- 
licy since June make it difficult to assess the 
risks of doing business in China. Japanese 
officials consequently say it is up to China to 
show that it is committed to its open-door 
policy and reform. Chinese officials, how- 
ever, argue that Japan should act as an inter- 
mediary between China and the West. 

A virtual freeze on soft, or subsidised, 
loans by most foreign governments has 

slowed development in China, particularly 
in the oil, steel and chemical industries. 
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Chinese officials have started approaching 
foreign banks in an effort to obtain financing 
to get some projects going again, but foreign 
bankers continue to be wary of any resump- 
tion of lending. 

China's fifth party plenum has not 
helped its attempts to attract new lending 
and investment. Observers say continued 
hardline rhetoric and persecutions of pro- 
democracy followers have convinced for- 
eign governments and businesses that a 
more accommodating attitude in interna- 
tional diplomacy by the Chinese is unlikely 
in the short term. Japanese firms generally 
associate the new, extended austerity pro- 
gramme with reduced business oppor- 
tunities. 

The deterioration of the relations be- 
tween Tokyo and Peking came at a time 
when tension in the often stormy, na- 
tionalistic-charged relationship had gener- 






China's deficit with Japan shrinks 
Exports and imports in US$ billion 
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ally begun to ease. A trade deficit favouring 
Japan swung to a surplus of US$380 million 
in China's favour last year, according to Ja- 
panese figures. Chinese statistics, however, 
which omit China-made products trans- 
shipped via Hongkong, recorded a deficit of 
US$3.14 billion for China last year. 

Japanese officials expect another surplus 
in China's favour for 1989, though Chinese 
customs statistics showed a deficit of 
US$1.88 billion in the first seven months of 
the year. 

Japan's investment in China, long consi- 
dered too low by Chinese leaders, was edg- 
ing up after the signing of a long-delayed in- 
vestment treaty in August 1988. Latest 
Chinese figures indicate that Japan is the 
third-largest investor in China after Hong- 
kong and the US. By September 1988, 
Japan's investment in China amounted to 
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US$2.77 billion, about one-tenth of direct 
foreign investment. 

But the trend may be reversed. With 
China's strong export controls on scarce 
commodities such as aluminium and coal, 
Japanese traders complain that there is no- 
thing to buy from China. Japan mainly im- 
ports food, textiles, crude oil and other raw 
materials and exports machinery, steel and 
vehicles. Japanese exports to China have 
slowed because of Peking's tough austerity 
programme. 

Japanese investment prospects are even 
dimmer than trade prospects. Most invest- 
ors from Japan say China is too risky and 
unstable. 

Although few Japanese companies have 
dared to close their China operations, many 
have reduced their China-based staff. Japan- 
ese businessmen say many companies fear 
that the Chinese may abruptly cancel con- 
tracts as they did during the retrenchment of 
1980-81. 

Japanese banks, once the most aggres- 
sive in China, have also turned conserva- 
tive. Some banks with heavy Chinese in- 
vestments do not want to increase their risks 
further. Most seem to be waiting for a lead 
from the World Bank. 

The Bank of Tokyo and Industrial Bank 
of Japan recently joined a 05856 million syn- 
dicated loan being arranged for the People's 
Construction Bank of China. The banks are 
participating in the loan, which is to fund an 
ethylene plant in Shanghai, through joint 
ventures in Hongkong because they do not 
want to anger Japan's Finance Ministry. Fuji 
Bank is the only Japanese bank to participate 
openly in a loan to China since the Finance 
Ministry began pressuring banks in June to 
refrain from such lending. 

Perhaps more disturbing for the Chinese 
is the stalled position of the Japanese soft- 
loan package for ¥810 billion (US$5.64 bil- 
lion) to help fund its eighth five-year eco- 
nomic plan. The loan package has been 
shelved indefinitely by the Japanese. Tech- 
nically, the loan commitment was made be- 
fore June and should not be covered by Ja- 
panese sanctions, but Tokyo is cautious 
with the disbursement. Observers say nego- 
tiations and feasibility studies for projects 
covered by the loan package are far behind 
schedule. 

The future of another major source of 
cheap Japanese funding also hangs in the 
air. Japan's second low-interest credit line of 
¥580 billion to China, disbursed via Japan's 
Import and Export Bank, is scheduled to ex- 
pire next year. Talks on a third loan have 
been stalled by recent events, Japanese 
bankers say. 

Japanese securities companies, which 
helped China to arrange billions of dollars of 
bonds in recent years, have also stopped 
their China business. This makes the re- 
financing of China's mostly yen-denomi- 
nated bonds which are scheduled to mature 
in the early 1990s difficult and costly. s 
• 
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INDUSTRY 


New government may put brakes on car industry 


Bumpy road ahead 


By Carl Goldstein in Carl Goldstein in New New Delhi 


ith a huge backlog of orders, re- 
W cord production levels and a new 

model coming onto the market 
within a year, India’s flagship car venture 
Maruti Udyog seems to have everything 
going for it. 

But a combination of factors, including 
the change of government, doubts over the 
demand for passenger cars and India’s in- 
creasingly tight foreign-exchange reserves, 
cloud the company’s prospects. 

The same could be said for the car indus- 
try as a whole. The leading firms, Hindustan 
Motors in Calcutta and Bombay-based Pre- 
mier Automobiles, have blithely turned out 
carbon copies of their quaint 1950s- and 
1960s-era jalopies for decades. 

Protected by the closed domestic market 
but also blocked by government restrictions 
from introducing updated models, the com- 
panies are producing more cars than 
ever before. But they may be running 
up against limited demand, plus a 


. Passenger cars 


foreign exchange could also be at risk. 

The new government of V. P. Singh has 
not yet made clear its stance on the car in- 
dustry. An early warning signal came, how- 
ever, when newly appointed Railways 
Minister George Fernandes said the cabinet 
would have to "look into" Maruti's foreign- 
exchange spending and its hopes of intro- 
ducing a new, larger model next year. 

Indian car policy has emphasised com- 
mercial vehicles, rather than passenger cars. 
With the exception of Maruti, other Indian- 
foreign car ventures involve truck, bus or 
two-wheeler production. This is unlikely to 
change under the Singh government. Yet 
the dwindling of India's foreign-exchange 
reserves may threaten Maruti's introduction 
of a new model, or at least postpone it be- 
cause of the close link between hard cur- 
rency expenditure and India's tough local- 
content rules. 

Foreign joint ventures are required to 






Maruti boosts car output 


All four-wheel vehicles 


hard currency expenditure will be at its 
highest, that most concerns policymakers 
and may result in Maruti being directed to 
postpone its plans. 

Another controversial issue is the book- 
ing system the company has adopted for its 
new model. With expected production of 
just 25,000 units during the 18 months up to 
the end of March 1991, the company knew 
that demand would surpass supply. There 
was already the example of the existing 800 
cc model: Maruti is only now filling orders 
for cars received in 1986. 

This time around, demand has been 
even heavier. Fuelled by a rush of specula- 
tive spending, at least 300,000 orders were 
expected to have been received by the end of 
the one-month booking period on 14 De- 
cember. Punters have been rushing to place 
their Rs 25,000 booking fees in the hope that 
the black market premium on the cars will 
reach Rs 100,000 or more (against an ex- 
pected official sale price of about Rs 280,000) 
by the time it becomes available. 

Booking was made all the more attractive 
by the fact that few people actually had to 
put up the entire fee. Eager to expand their 
consumer banking business, first Citibank, 
then American Express, Bank of America, 
and even the State Bank of India, launched 
special loan programmes to coincide with 
the Maruti booking period. 

Fuelling press criticism of Maru- 
ts booking scheme was the fact 
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government that is fundamentally 000 ‘000 that the company will not pay in- 
hostile to the untrammelled develop- 250- _ 350- terest to those who are unsuccessful 
ment of what is regarded as a luxury 300 - in the computerised selection рго- 
. sector of the economy. ее 250 - cess. They will simply get their 
| The 1989 introduction of the 150- 208: money back. 
| Maruti Suzuki — an 800 cc hatchback But Maruti will, in contrast, be 
_ — brought modern car manufactur- 100- 150- getting ап interest-free loan of 
ing to India. A 60:40 joint venture be- 100 - about Rs 7.5 billion from the Indian 
tween state-owned Maruti апа 807 50- public (assuming 300,000 bookings). 
.. Suzuki Motors of Japan, the com- 0- 0- If it puts the money into short- 
pany is the successor to a failed 1986 1987 1988 1986 1987 1988 term instruments carrying rates of 


wholly-Indian initiative of the late 
Sanjay Gandhi. 

Cumulative investment in the 
project has reached Rs 2.6 billion (US$156 
million), according to managing director R. 
C. Bhargava, making the venture one of the 
largest direct foreign investments in the 
country. Revenues for the year ending in 
March will total some Rs 12 billion, against 
Rs 9.2 billion the previous year. Net income, 
says Bhargava, will rise to Rs 340 million 
from Rs 264 million a year ago. 

But Maruti is now threatened with the 
loss of some of the privileges it has enjoyed 
under the governments of Indira and 
then Rajiv Gandhi. These include sharp 
restrictions on car imports. Only for- 
eigners and Indians who have lived abroad 
may import cars — and then pay duties of 
up to 360% for the privilege. More impor- 
tantly, Maruti’s domestic rivals have been 
barred from introducing cars in the cheaper 
(and thus more popular) sub-1,000 cc cate- 
gory. The company’s preferential access to 

• 


Source: Mahindra & Mahindra Research Dept 


reach a local content rate of 90% within five 
years. The point of official policy is to 
minimise the outflow of foreign currency 
and force foreign companies to help raise 
India’s technological base. 

Conveniently, Maruti claims to have just 
reached the 90% level in the final year of the 
five-year phased manufacturing program- 
me. However, there seems considerable room 
for doubt over the claim. Some analysts be- 
lieve a more realistic figure would be in the 
range of 65-70%, if the high foreign content 
of some locally sourced is not counted. 

New tooling for Maruti’s 1,000 cc model 
will cost about Rs 1 billion — a little over half 
that will be in hard currency. Joint managing 
director A. Shinohara, the Suzuki executive 
who is in charge of production, said the local 
content rate would drop back to about 70% 
initially, but would rise again gradually. It is 
this two- or three-year period, during which 
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15% or better, it stands to make a 

handsome addition to its bottom line 

over the three months before it has 
to refund fees to unsuccessful buyers. 

The banks will not do badly either. In the 
case of Citibank, which lent Rs 19,000 for 
each booking, the bank stands to clear some 
Rs 19 million, if the 50,000 loans estimate is 
accurate, based on the gap between the 18% 
lending rate and Citibank’s cost of capital. 

The speculative frenzy surrounding the 
introduction of the Maruti model may be 
obscuring the actual demand picture, how- 
ever. How many bona fide car buyers are 
there in India? Bhargava puts the number of 
families with incomes high enough to aspire 
to car ownership at 7 million, or 40 million 
people. 

Total car sales reached 159,000 in 1988 
and should rise to about 170,000 this year. 
The total market could increase to about 
250,000 cars over the next five years. 

Maruti will produce about 115,000 
vehicles this fiscal year (through March 
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71990), giving it a market share of about 60%. 
7 № overall production will include 70,000 
< cars — including some 4,500 for export to 
. markets like Hungary, Australia, France 
. and West Africa — 36,000 mini-vans and 
.::9,000 four-wheel drive vehicles. The intro- 
`` duction of the new model, when it happens, 
will not affect the overall total, as the 1,000 cc 
. models will simply take the place of 800s. No 
опе expects there to be any unsold vehicles 
іп ће near future. But what happens if and 
SW given permission to double 
pacity, as it hopes? The 
o the growth of the car market 
perilous state of the economy. If 
overnment throttles back on im- 
© ports in an effort to restore the deteriorating 
^ balance. of payments, economic growth 
> could be the first casualty and luxury pur- 
22. "Meanwhile, Maruti's competitors are 
` struggling to upgrade products. The Maruti 
© Suzuki is hardly a luxury model, but it is a 
(superior product to the gas-guzzling cars 
`. that make up the rest of India's car stock. 
Premier Automobiles, which holds second 
place in the market, last year produced 
about 35,000 cars split between two models: 
the more numerous Padmi, an early 1960s 
Fiat, and the 118NE, a 1970 Fiat. 
Hindustan Motors' Ambassador is even 
more venerable. It is based on the 1956 Mor- 
гіз Victor. In addition, the company sells the 
_ Contessa Classic, a relatively upmarket 
` model based оп a mid-1970s Isuzu engine 
гапа body. The company produced about 
25, 000 cars last year, mostly Ambassadors. 
` Other foreign carmakers, looking to the 
long-term potential of the Indian market, are 
, also eager to join in. Besides the Japanese 
“companies. with existing light commercial 
_ truck joint ventures — these include Mit- 
subishi, Mazda, Nissan and Toyota — Euro- 
pean manufacturers Peugeot, Volvo and 
Daimler-Benz want to enter the market. 
But earlier this year, the government de- 
cided against allowing new foreign collab- 
orations, 

In their absence, Indian companies are 

_ trying to go it alone. Both Premier and Hin- 
dustan Motors have limited plans to up- 
grade their existing models. 

Most ambitious is the Tata Group's En- 
gineering & Locomotive Co. (TELCO), which 
had hoped to collaborate with Honda to pro- 

` duce a Honda Accord. With that plan hav- 
ing been kicked back by the authorities, 
` TELCO, already а Diamler-Benz licensee, 
· plans to modify its two-tonne pick-up truck 
into an upmarket sedan called the Estate. 
. Analysts are dubious about the cars 
и however. “If anybody in India 
па ge it, it would be Tata," said Sanjay 
a fellow at the Indian Council for 
arch on International Economic Rela- 
ons. "But when even the world's leading 
armakers are increasingly turning to col- 
iborative development, it seems difficult to 
ow Tata с can go it alone.” = 







































POLICIES 


ки о И 


m—————————— — тату M рот мети зет битан MMi 


[ ndonesia 5 chief economic xoc Е- 

- nance Minister Johannes Sumarlin, has 

. announced that the government is not 
to extend the contract of Swiss-based Société 
Générale de Surveillance (525) which since 
1985 has inspected most of Indonesia’s im- 
ports. 5058 services will be phased out 
when its contract expires in 1991. 

Since 505 receives generally high marks 
from Indonesian businesses, Sumarlin's un- 
expected announcement has kicked up 
speculation that the country's economic 
planners are under mounting pressure from 
the government's more nationalist elements 
to slow the pace of reform. 

Of the many attempts to prise open In- 
donesia’s bureaucracy-laden economy іп 
the past six years, none has had the shock 
value, or provided more evidence of political 
support for change, than the 1985 decision 









The value of SG 5 
How importers costs have changed since April ‘85 
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to hand over customs responsibilities to 505, 
the world's largest inspection company. 
The 1985 decree, signed by President 
Suharto, which stripped the corruption-rid- 
dled customs agency of most inspection 
duties, and put almost half its 13,000-strong 
workforce out of a job was viewed as a 
strong vote of confidence in the economic 
“technocrats.” Although the 565 contract 
was never envisioned as a permanent ar- 
rangement, many feel that it is far too soon 
After a sceptical start, most importers 
now say that life under 505 is a vast improve- 
ment over the pre-1985 routine of un- 
explained delays, damaged goods and 
under-the-counter bribes. A poll in October 
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origin, SGS ndvipts the ока C 
dinating Board. and the Directorate of 
and Gas on import procedures for projec 
overseen by those two agencies. | 
508 was called in to root out cc iuptio 
and to stop widespread underinvoicing, 
which allows companies to pay lower cus- 
toms duties, If 505 uncovers a transact 
with a price below the prevailing mar 
price in the country of origin, itsets customs 
duties based on the higher price. 
In mid-1989 two Indonesian consulting 
firms carried out an SGS-commissioned sur 
vey of roughly 2,000 importers. In the s 
vey 63% of importers said they could 
their goods through customs in one 
days — only 13% said customs wa: 
quick before 1985. Further, 85% say 
now pay less in port clearance charg 
they did before 1985. 
Chairman of Ginsi and a former sp 
of parliament, retired general Day 
pointed out that the government has be 
еа along with importers. О Quoting ` 
Department figures, Daryatmo said. + 
customs revenue had more than d 
since 505 was retained — from T 
billion (U5$303.6 million) in 198 
1.2 trillion in 1988-89 — despite « 
of total imports. 
"From a nationalist view: point, 
would like to see our p | 
doing,” Daryatmo concluded. "B. 
point of view of trade and econor 
acknowledge that Indonesian « 
ply cannot do the job." 
• 
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INVISIBLE HAND 


Silent knight, holy knight 


or lack of other initiatives, when 

Hongkong's budget rolls around in 

February, Financial Secretary Sir 

Piers Jacobs will again be playing 
with his trial balloon — a general sales tax. 
But three years after launch, it is now de- 
flated. 

Since he is unlikely to need to raise any 
serious money before his five-year term ex- 
pires in 1991, Jacobs knows he does not have 
to push his unpopular idea through a Legis- 
lative Council which will assent to almost 
anything except taxes. (A word of warning 
to his successor, however — by mid-1991 
the budget surplus, which was HK$16.6 bil- 
lion [US$82.13 billion] in 1988-89 and HK$10 
billion this year, may have evaporated.) 

But Jacobs may be forgiven if he keeps up 
the pretence, if only to drive home the reali- 
sation that taxes are necessary. He does at 
least have his feet closer to the ground than 
his hosts at a recent annual dinner — the 
Hongkong Society of Accountants. 

As a body of technicians, the Society 


| has the right, if not the duty, to come up 


with technical suggestions for improve- 
ments in the tax system: ways to improve 
clarity, iron out anomalies, and speed the 
functioning of the system. But it is really no 
more qualified than doctors' or social work- 
ers' organisations to make statements on fis- 
cal policy, or on other plainly political 
budget issues. Chambers of Commerce can 
do that, as can manufacturers' associations, 
unions, individual accountants, and firms. 
But a supposedly apolitical learned society 
cannot. 

As a profession, the accountants enjoy a 
monopoly second to none. If you do not 
trust a doctor, you can visit a herbalist. You 
can represent yourself in court. But you 
may not do business as a company without 
accountants' services. And they are allowed 
to regulate themselves — despite having 
conspicuously failed to do so effectively, 
to the detriment of Hongkong investors 
and taxpayers. And now they want to play 
politics. 

Anyway, no prizes for guessing that of 
the Society's 12 recommendations, 10 were 
for reductions in tax and two for marginal 
spending increases. 

They argue for a total abolition of tax on 
interest received. At present it is paid only 
by businesses assessable to profits tax and in 
respect of Hongkong dollar interest. Yet 
they do not suggest the end of tax deducta- 
bility of interest paid. Why the asymmetry? 

These columns have long argued against 
the abolition of Hongkong dollar interest tax 
because it was an integral part of a simple tax 


system which treated all forms of income as 
equal. Elimination began — with bank de- 
posits — as a panic measure to shore up the 
currency in 1982 and has gradually been ex- 
tended ever since. Now it makes no sense to 
keep the remnants of interest tax. But 
equally it is irrational to allow earners of in- 
terest not to pay tax on it — as they would 
on other income — but for payers to be al- 
lowed to deduct it. 

The Taxation Institute of Hongkong is 
even more strident and political in its de- 
mands for lower tax. Jacobs (and the public) 
are expected to believe that in order to sur- 
vive, Hongkong must give special tax incen- 
tives to match Singapore (where the stand- 
ard corporate tax rate is double that of Hong- 
kong); raise depreciation allowances for 
buildings (whose value, according to the 
learned profession of valuers has been es- 
calating far faster than other prices); cut 
salaries tax to allegedly deter people from 


Hongkong on the slide 


Real GDP growth rate, year-on-year % change | 
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migrating to countries where rates are twice 
as high; and enter into tax treaties with for- 
eign governments (have they followed 
through the implications of that for Hong- 
kong’s tax averse population?). To cap it all, 
they argue that as the Peking massacre has 
made a dent in the graph of ever rising 
property prices, developers need some 
help! | 

Do these experts want to channel more 
money into industry, develop the infrastruc- 
ture and encourage the middle classes to 
stay by improving the environment or edu- 
cation? No. they want to want to give a spe- 
cial tax dispensation to the bloated property 
sector by making mortgage interest tax-de- 
ductible for owner occupiers. Beset by silly 
ideas, including his own, the best advice to 
Jacobs 15: Do nothing. m Philip Bowring 


When it comes to building faith in Hong- 
kong’s future as a vibrant economy, the gov- 
ernment is acting more and more like 
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Dorothy in Oz. They close their eyes, click 
their heels, and hope to wake up to more 
comforting surroundings. 

The latest manifestation of this is Mone- 
tary Secretary David Nendick’s statement 
that the government is not concerned about 
the contraction of the Hongkong dollar de- 
posit base since Tiananmen. The Hongkong 
dollar loan-to-deposit ratio, including swap 
deposits, now stands at about 113%, com- 
pared to 90% two years ago. The trend 
shows little sign of abating. The contraction, 
Nendick claims, is simply а predictable 
manifestation of slower economic activity, 
and does not reflect a lack of confidence in 
Hongkong. 

While there is some truth to Nendick’s 
interpretation, and there is certainly nothing 
wrong with British civil servants doing their 
bit for Queen, country and the chamber of 
commerce, pollyana-ish government state- 
ments cannot heal the malaise now afflicting 
the Hongkong economy. Nor, given that 
much of the money pulled out of Hongkong 
dollars has gone directly into transfer-ready 
foreign-currency accounts, do these state- 
ments do much to help, or diminish the 
challenge of rebuilding faith. 

Six months after the ructions up North, 
the prospects for a trade-based economic re- 
vival are poor. The US economy is slowing 
and China remains in the grip of austerity. 
In any case, Hongkong has been generating 
an increasing proportion of its economic 
growth from local services. 

Full year GDP forecasts for Hongkong іп 
1989 have been slashed repeatedly by 
the government from 6% to 3%, Many 
economists think that 1990 GDP growth will 
be no more than 1-2% — the lowest since the 
1981-82 recession. 

The unwillingness of the local commun- 
ity to keep their money in the supposedly 
iron-clad local currency is both a cause and 
effect of the apparent malaise. With banking 
activity shrinking steadily, the bourse dead 
in the water and major property transac- 
tions on hold, Hongkong is starting to look 
like a shadow of its former self. 

Perhaps that is why the news on the 
banking front is particularly sad. The au- 
thorities had been pinning hopes of a 
brighter tomorrow on getting their HK$127 
billion airport, container port and road- 
works project underway. Government offi- 
cials have said they hope 60% of the financ- 
ing for the project will be raised locally. But 
with the local deposit base dwindling, rais- 
ing finance at home seems likely to become 
more expensive, if, indeed, possible. 

m Jonathan Friedland 
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| r World — unsustainable,” says ОЕСР 






f Anthony Rowley in Paris 


E ¥ he Organisation for Economic Coop- 
= eration and Development (OECD) has 
2. taken a long, hard look at the pros- 
| pects for Third World development in the 
.. 1990s. and come up with the nearest thing 
_ that any international bureaucracy i is likely 
^to get to an apocalyptic vision. 

3 Population pressures are building up — 
not least in Asia — to the point where the 
_ world population could reach nearly 15 bil- 
- lion in the 21st century. It is clear, says OECD 
· Development Assistance Committee (DAC) 
_ chairman Joseph Wheeler in a report pub- 
- lished on 6 December, that “we are not ona 
course. towards a ‘sustainable civilisation,” 








| ‘population of 10 billioni in the next century. 
The report, an attempt to provide a new 
^ philosophy for Third World development in 
= the final decade of the 20th century, recog: 
_ nises that traditional forms of aid have “failed 
_ to eliminate poverty and provide balanced 
_ development. In addition, it says, they have 
. unwitüngly contributed to problems of ur- 
c Бзд арор, puliuson. and environmental 
ue “Тһе 18 leading industrial nations that are 
l members of DAC now feel that the quality 
"and quantity of aid will have to be improved 
-in the 1990s if development is to be environ- 
mentally sustainable as well as economically 
` effective. The alternative, inferred from the 
DAC report, is a global disaster. 
The report, put out by aid ministers from 
DAC plus heads of aid agencies who met in 
Paris on 46 December, repeatedly em- 
phasises the need for growth that is "sus- 


tainable" in environmental as well as eco- 
,nomic terms. 


Aware of their own poor environmental 
record, the industrialised nations have stop- 
ре short of making their aid conditional 
upon’ Third World undertakings to conserve 
| vitak forestry and other resources. Rather 
'een conditionality" of this kind, 
· have pledged "additionality" in their 
i. aid i in order to help developing countries 
protect their environment and achieve eco- 
` nomic growth. 

< cs This additional aid, however, has not 
i quantified by donor countries. In Paris, 
limited themselves to a pledge to 
> "further substantial increases in the 
aggregate level of aid.” The OECD hopes that 
| this will be over and above the 2% annual in- 
. crease in real terms which DAC members ex- 

ect to achieve in the next few years. 
In 1988, DAC aid әнші Рина id 






























ipocalypse а 


sents about 85% of world aid) rose 7.6% in 


soon 


real terms, to some US$48 billion. But this 
sharp increase reflected a bunching of pay- 
ments through multilateral bodies. Most 
DAC members, with the exception of the 
Nordic countries, are still well short of the 
0.7% of GNP aid target agreed in 1981. 

Despite an increase in aid from Japan and 
the DAC countries’ avowal that in future 
more aid will go to those countries which 
demonstrate their ability to make best use of 
it, Asia’s share has remained static in recent 
years while Africa’s has grown sharply. 

But the report notes that some large but 
low-income countries in Asia “operate 


reasonably well but under their potential.” | 


In addition, they harbour not only a large | 


proportion of the global population but also 
some of the world’s poorest people. 
Population pressures remain “serious,” 
and between 15-20% of the world’s total 
population live in “intolerable conditions,” 
says the OECD. These problems are not 
going to be solved by throwing money at 
them or by accelerating industrial growth. 


Growth has to be balanced across alleco- | 


nomic sectors, including agriculture, and 
development must be "participatory." This 
will involve rural reforms, education spend- 


ing and speeding up the democratic process. | 

The OECD's emphasis upon such points | 
is meant to be more than a pious declaration | 
of ideals. It is an attempt to get members to | 
link financial aid to, for instance, improve- | 
ments in education, so that such develop- | 
ment objectives can be achieved. Technical | 
assistance programmes to support educa- | 


tion are to be boosted by DAC members. 


Next March, Thailand will be the venue | 


of a conference on universal education, 


sponsored by various UN bodies plus the | 
World Bank with particular emphasis onim- | 
proving primary education in developing | 
countries. This is aimed at widening educa- | 
tion beyond the current concentration upon | 


relatively small élites. 


The OECD believes that only through | 
shifting the emphasis in aid towards impro- | 
ving educational standards in Third World | 
countries can the factors which contributeto | 


unbalanced development be tackled. 


Better education will lead to greater poli- | 


——— HÓA 


tical and social awareness and to more de- | 


mands for democracy and public accounta- | 


bility. Thisin turn will make a series of issues 
— from population growth to environmen- 
tal damage — more susceptible to solutions. 
But, as Wheeler puts it, the developed coun- 
tries must be "in a hurry" to achieve all = 
— before itis too late. | 
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THE 5TH COLUMN 


The Pan-Pacific card 


he idea that the centre of global 

economic dynamism is shifting — 

or has already shifted — from the 

Atlantic and US-Europe to the 

Pacific and Asia (with or without North 

America) is not new. It has been discussed 
since the early 1970s. 

By 1989, the general proposition that the 


| Asian countries bordering on the Pacific 


Ocean are the strongest economic entity on 
earth has become conventional wisdom. As 
for the average American, 58% of those sur- 
veyed in a recent poll listed Japan as the 
world’s leading economic power, while only 
29% chose the US. 

There is abundant and persuasive empir- 
ical support for all this. For example, more 
trade now crosses the Pacific than the Atlan- 
tic; this eastward shift occurred only five or 
six years ago. And, during 1980-85, the aver- 
age annual growth rates for GDP in China, 
Japan, South Korea, Hongkong and Singa- 
pore were more than triple those for the US, 
West Germany, France and Britain — from 


5 | 1965-80, they grew only twice as fast as 


Western countries. 

This momentous shift is taking place in a 
world that is rapidly changing in many other 
ways. Thus, the departure of Ronald Reagan 
from the White House and the emergence of 


Mikhail Gorbachov as a dynamic statesman 


have ushered in a new environment of inter- 
national affairs. In the space of a few years, 
talk of an evil Soviet empire gave way to 
amicable summit meetings and an agree- 
ment to eliminate a whole class of nuclear 
weapons from Europe. Ideology will no 
longer dominate East-West relations, as it 
did for at least a generation after 1945. 

But this easing of international political 
and security tensions is accompanied by a 
less reassuring global economic climate. 
Thus, a trend is emerging, of more or less 
cohesive economic blocs in parts of the 


` | world that are crucial for the future of inter- 





т.е 


national commerce. The very existence and 
growing solidity of such blocs implies more 
impediments to the free flow of goods and 
services around the globe. 

The prime example of this trend is the 
much-heralded removal of barriers within 
the EC by 1992: the demise of internal obsta- 
cles will probably involve less easy access to 
the EC for non-members. Meanwhile, the 
US and Canada are embarking upon a free 
trade zone, which might, one day, be ex- 
panded to include Mexico and other coun- 
tries. And one hears talk of a "Yen Zone" in 
the Pacific. 

How might these developments and po- 

e. 
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By Kim Duk Choong 


tential changes affect the Asia-Pacific re- 
gion? The key here is the evolving regional 
role of the US. It is hard to avoid the conclu- 
sion that the winding down of the Cold War 
and continuing US budget and trade deficits 
may lead to the withdrawal of some, if not 
all, US forces from South Korea, Japan and 
the Philippines (not to mention Europe). 

If this forecast proves accurate, would di- 
minishing US military forces in the western 
Pacific be accompanied by a retreat of US 
economic interests from the region? This 
seems highly unlikely, simply because Asia 
will soon become the undis- 
puted centre of global eco- 
nomic and financial activity, 
and under no plausible cir- 
cumstances would the US 
turn its back on the Asian- 
Pacific dynamo of world 
growth and trade. 

According to some 
analyses, China, Japan and 
South Korea alone will, 
within 10 years, outproduce 
the US, the EC and Comecon 
(including the Soviet Union) 
combined. If Southeast Asia 
and Australia are added to 
China, Japan and South 
Korea, the future economic 
dominance of such a group- 
ing becomes more obvious. If the US and 
Canada join in as Pacific Rim nations, the 
economic clout of the group becomes over- 
whelming. 

The likely consequences are not entirely 
clear. On the one hand, the recent agree- 
ment between the EC and Comecon to form- 
alise their relations is a positive move to- 
wards a more open world market. But fric- 
tions continue to bedevil trade relations be- 
tween the US and much of Western Europe. 

More importantly, the tide of US protec- 
tionist sentiment and activity has continued 
to rise. Thus, the percentage of US imports 
under special protection has risen dramati- 
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The Yen Bloc would not be 
conducive to world peace and 
prosperity — domination by Japan 
would be highly uncomfortable 
to China and the Soviet Union. 
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cally during the past decade, from under 
10% to about 23%. 

These disquieting trends reflect the pro- 
found misgivings with which Americans 
view trade with Japan and other countries 
that run chronic trade surpluses with the 
US. 

If the world is destined to divide into re- 
gional trading blocks, then there seems to be 
four possible scenarios for the future of the 
Asia-Pacific region: 
> The Yen Bloc. Led by Japan, this group- 


ing would include South Korea, the Asean 


nations, Australia and New 
Î Zealand. 
> The Peking Bloc. Led by 
China, it would include 
South and North Korea, the 
Confucian nations of Asia 
(Taiwan, Singapore апа 
Hongkong), but not Japan, 
Australia and New Zealand. 
» The Western Pacific 
Community. This group- 
ing would include China, 
Japan, the Asian newly 
industrialised countries, 
North Korea, the Asean na- 
tions, Australia and New 
Zealand. 
№» The Pan-Pacific Com- 
munity. Essentially like the 
Western Pacific Community, but it would 
also include the US, Canada and perhaps 
Mexico and some other Central and South 
American nations. 

All four scenarios involve these three as- 
sumptions: 
> US forces leave Asia. 
> Japan's military posture becomes increas- 
ingly powerful. It is widely enough under- 
stood that Japan is not weak militarily. The 
notion that Japan spends less than 1% of its 
GNP on defence is inaccurate and mislead- 
ing. Actually, according to some measures, 
Japanese military spending ranks third in 
the world, behind only the two superpow- 
ers. Much of Japan's spending on military- 
related R&D and military pensions is not in- 
cluded in its military budget. 
> The international environment of the late 
20th and early 21st centuries is characterised 
by peaceful coexistence rather than violent 
confrontation. 

The Yen Bloc would not be conducive to 
world peace and prosperity — economic 
and military domination by Japan would be 
highly uncomfortable and probably unac- 
ceptable to China and the Soviet Union. 
Furthermore, a US which wants to maintain 
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`` Northeast Asia would also find this scenario 
unsatisfactory and perhaps unacceptable. 
. Uncongenial to the superpowers as it is, 
_ however, the Yen Bloc is perhaps the sec- 
id most likely of the four scenarios. 
| The second scenario — Chinese domina- 
tion — is less undesirable than the Yen Bloc, 
+ because it could, and probably would, be 
checked and balanced by a powerful Japan, 
as well ава 2. US and the Soviet Union. 
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| ^ A tak a time e when даса аге debating 
Japanese investment in the US, South 
2 № Korean companies are quietly amas- 
a sing US real estate holdings that include 
“hotels, office buildings and shopping 

centres. 

These newest Asian players in US prop- 

erty pale in comparison with Japanese in- 
` vestors іп the amounts they spend. But the 
_ South Koreans, encouraged by Seoul's 
liberalised foreign-investment laws, are 

maturing fast. 
‘Most South Korean-owned property in 

the US is in southern California, where 
бош Korean investors have acquired about 
. US$500 million of real estate since January. 
А continuing focus is Los Angeles, home to 
. roughly 500,000 South Korean immigrants. 
her sites include New York, New Jersey 
: and Hawaii. 
| | South Korean construction companies 
ve been on the leading edge of the prop- 
у-риуіпр spree, usually assuming owner- 
f what they build. Ssangyong Con- 
1 Co. controls about US$50 million 
1 ro , including a 200-room Resi- 
c dence | Inn Hotel near Disneyland in 
naheim, California, which cost the com- 
_ pany US$24 million to develop. It also owns 
` the 05810 million Bayview Plaza shopping 
centre in San Francisco and is building 
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both branches of the European family — the 


West under the EC and the East under Com- 
econ — to eschew their proclivity for protec- 
tionism and insularity in favour of open 
competition for the simple reason that a bloc 
which includes the US, Japan, and China 
could be neither ignored nor casually alien- 
ated. | 


ће Pan-Pacific alternative is the 
most probable of the four 
scenarios, but it is by no means a 
sure thing. However, the essential 
strength of this vision is that, since it in- 
cludes mature democracies like the US and 
Canada, this grouping comes closer to em- 
bodying values and institutions that may be 
the spirit of the Pacific era: free markets, 
democracy and respect for human rights. 
Few would claim today that these princi- 
ples are either sweeping the Asia-Pacific 
region or that they will soon prevail. 





Nevertheless, most and perhaps all pros- 


pective members of the Pan-Pacific Com- 













another Residence Inn Hotel in San Diego. 

Earlier this year, Korean Air acquired the 
900-room Los Angeles Hilton Hotel for 
US$168 million, the most expensive US real 
estate purchase for a South Korean com- 
pany. The airline also owns a Sheraton hotel 
in Anchorage, Alaska, and the Waikiki Re- 
sort Hotel in Honolulu. 

The Los Angeles Hilton acquisition is un- 
usual because the hotel is in the city's central 
business district. South Korean companies 
have generally favoured secondary proper- 
ties outside downtown areas that cost con- 
siderably less than prime sites. 

For example, a midtown Los Angeles of- 
fice tower, the Wilshire Park Place building, 
was sold last year for US$40 million to a joint 
venture between a Lucky-Goldstar group 
unit and à subsidiary of San Francisco- 
based Bechtel Group. At that price, the 
buyers paid about US$100 per ft?. A compar- 
able purchase in downtown Los Angeles 
would run three or four times that figure. 

Lucky-Goldstar also spent US$10 million 
to build its US headquarters in Englewood 
Cliffs, New Jersey, a short distance from 
New York City. The building, with 60,000 ft? 
of space, formally opened last month. 

À willingness to bargain hunt sets South 
Koreans apart from Japanese, who prefer 
comfortable trophy properties and do not 
mind paying high prices for them. 

More pointedly, large Japanese com- 
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panies command riches that escape ever the | 
wealthiest South Korean conglomerates. | 
Most South Korean companies: would: be 
hard-pressed to match the US$863 mulli 
that Mitsubishi Estate Co. put up in t 4 у 
for 51% of Rockefeller Group, 5 : 
owns New York's prestigious Rockefeller 
Center. 

Nonetheless, real estate analysts predict 
that South Korean buyers of US real es 
will eventually narrow the gap with the 
panese. “Korean investment, in terms of 
investment cycle, is probably where Japan 
ese investment was three or four years 


Cushman & Wakefield. | 
Adds Howard Sadowsky, a. 1 
Angeles-based executive vice-preside 
Julien J. Studley, a real estate 
"[South Koreans} are going to buy 
property; there's no question about it." 
Hyundai Corp. for example, v 
spend about US$50 million for 
Angeles office building, partly to f 
own staff. Lotte Group, a hotel chair 
also been talking to New Jersey state of 
about building а hotel complex that 1 
include a professional baseball stad 
addition, the company has joined several 
South Korean interests in bidding ide 
1,200-room Wilshire Hyatt Hotel in cer 
Los Angeles. 
And an unnamed constructio: 
is expected to close soon on a 
purchase of a 27-hole golf eo 
side County, outside Los A 
course is public but would be 
private use, according to real estat 
The company also plans to 
nearby and then ply South Korean 
ers with golf course memberships 
packages. 
• 












-fit is true that South Koreans are at 
their best when they smell a crisis, 
prospects could hardly be better for 
. South Korea's economy. Growth has 
slowed sharply this year, and many South 
reans are predicting gloomy results for 
1990, perhaps even a trade deficit. 
- Ludicrous though it may seem to foreign 
economists, South Korean businessmen are 
fretting about an Argentinian-style implo- 
sion fuelled by strong unions and overly am- 
bitious government spending programmes. 
< “Our economy is at the lowest ebb since 
the early 1980s due to poor exports and facil- 
ity investment, low labour productivity and 
unstable prices,” says Nam Duck Woo, 
current chairman of the Korea Foreign Trade 
Association. 
> South Korea's economy is weak, but it is 
far from a disaster. Economic growth is ex- 
pected to be a little less than 7% this year, 
own from 12.2% in 1988. Many foreign 
economists believe the slowdown has pro- 
vided a helpful breather to an economy that 
was in danger of becoming 
verheated. 
` Businessmen are worried 
"that even though wage dis- 
`` putes were largely confined to 
"ће first half of the year and 
=the South Korean currency 
has stabilised against the US 
dollar in the second half, ex- 
ports have shown no signs of 
picking up 
A Exports in 1989 are expected 
to increase 3.7% from a year 
earlier to US$63 billion but be 
almost flat in volume terms. 
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Cooling off 


Imports are forecast to jump 16% to US$57 
billion. 

Businessmen are also concerned that 
trends are going the wrong way. For exam- 
ple, investment in new facilities is down, the 
savings rate is slipping and demand for a 
wide range of exports is weak. 

The government spent most of the year 
scoffing at the complaints of companies and 
telling them that the answer to their prob- 
lems lies in productivity improvements and 
better labour-management relations. In 
mid-November, however, the government 
changed its tune when it announced a 1% 
cut in interest rates, a looser monetary po- 
licy, a Won 1 trillion (US$1.49 billion) low-in- 
terest loan fund for capital investments and 
a variety of other measures to promote ex- 
ports and imports. 

The low-interest credit line will carry an 
8% interest rate, compared with a market 
rate of nearly twice that. Half of the money 
will be reserved for small and medium com- 
panies, while the remainder will be set aside 
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for large companies investing іп technology 
or engaged in export businesses. 

The government has also signalled its in- . 
tention to crack down on consumption in 
order to steer more money into investment 
and savings accounts. It is also planning to 
slap limits on domestic credit card use апа 
on investment in certain service industries 10 
promote greater manufacturing i investment. 

The new economic measures did not 
cheer the business community, and the gov- 
ernment has promised to unveil another’ 
economic-stimulus package before year- 
end. Indeed, major business organisations 
continue to call for a currency depreciation. 
Cho Soon, deputy prime minister for eco- 
nomic affairs, has resisted that pressure, but 
with the official rumoured to be on his way. 
out in a cabinet reshuffle expected soon, the 
South Korean currency may depreciate 
slightly against the US dollar. 

Analysts expect the South Korean cur- 

rency to fluctuate between Won 670-690: 
HRPA next year. It currently is at the Won 


, 670 mark. 
E Meanwhile, the govern- 


ment-funded Korea Develop-. 
ment Institute, which is more 
optimistic than most forecas- 
ters, predicts the economy will 
grow 7.4% in 1990. The insti-. 
tute also expects. exports. to 
rise 4.5% in the year to US$68.5 
billion and imports 9.5% to 
US$64 billion. In addition, it 
says the current account should 
shrink to US$5 billion from an 





estimated US$6 billion this 
year. и Mark Clifford 


Major Japanese trading house reported 52% increase in import йс. 


| whilst exports Slipped 2. 4%. 
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The specialist in all transmission technologies. 
Because unlike the bewilderingly large number 
of companies who concentrate merely on one 
particular product in one particular area, Alcatel 
Transmission operates right across the board. And 


beyond. 


From initial design right through to the servicing 


Erie, 





smi: 
So perhaps you sho 


of the full range of voice, data and image trans 
mission systems. 

Systems which fit into any network, whethe 
local, national, international or military. Systems 5' 
advanced that they will be capable of satisfyin: 
future transmission requirements. 

For you, this vast pool of expertise and ex 








n system can be complex. 
| see the specialist. 


›епепсе, a capability which has made Alcatel the 
eading supplier of all space, land and submarine 
ransmission systems — means you will always get 
he best solution to your transmission requirements. 

One that never relies on pre-conceived notions 
ind pre-packaged answers. So next time, be 
pecific right from the start. Talk to Alcatel. 
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The Commerzbank report on German business and finance 


No. 12/89 





The West German economy in 1990: 
| high growth – increased tensions 


As in most of the other 
industrial countries, the pres- 
ent upswing in West Ger- 
many began in 1983 but 
growth has only become self- 
sustaining in the course of 
this year. 

Calling it “self-sustaining” 
implies three things: it needs 
no external stimuli, neither 
from economic policy nor 
from exports, as private-sec- 
tor demand 15 strong, in раг- 
ticular for capital goods. 
Second, such an upswing is 
largely able to withstand dis- 
ruptions produced by econ- 
omic policy, the financial 
markets or external develop- 
ments. Third, the economy 
tends to overheat and thus the 
upswing contains the seeds of 
the downturn. 

On the face of it, West 
Germany’s current export 
boom might seem to cast 
doubt on the self-sustaining 
nature of the upswing. Yet 
this is not really the case. 

The extraordinarily strong 
foreign demand reflects the 
solid expansion of world 
trade, the high level of capital 
spending worldwide, which 
keeps German order books 
full, and the relative weak- 
ness of the D-mark, which 
has depreciated by a real 7% 
since the end of 1987. 


Changing pattern 

Next year, these factors 
should have less of an impact 
on exports. World trade will 
lose momentum and business 
investment in particular will 
be less buoyant internation- 
ally. In addition, the D-mark 
should firm against the dollar 
and the EMS currencies. 


West German economic 
policy will not steer a uni- 
form course іп 1990. Whereas 
monetary policy has gradu- 
ally become tighter since 
mid-1988, and must be re- 
garded as moderately restric- 
tive since the latest rise in 
key interest rates in early 
October, fiscal policy will be 
expansionary. Private house- 
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goods may well squeeze 
capital spending. All in all, 
though, nothing suggests 
that the healthy business 
investment climate, includ- 
ing outlays on new construc- 
tion, will suddenly deterio- 
rate. Company profits will 
climb again from their 
already very high level by 
around 10% and the pros- 





1) at 1980 prices; 2) change on year in %; rounded to the next half or full percentage 
point; 1989 and 1990 Commerzbank estimates. 


holds will benefit most from 
the 1990 tax cuts of about 
DM 25 billion in net terms, 
and this should spur private 
consumption next year. Resi- 
dential construction will be 
given a boost by the Federal 
Government’s promotion 
measures. 

Yet the positive effect of 
fiscal stimuli, which above all 
change the composition of 
aggregate demand, will hard- 
ly be sufficient to offset the 
negative effects of monetary 
policy, which mainly deter- 
mines the overall level of 
demand. Accordingly, stron- 
ger demand for consumer 


pects for further sales and 
earnings growth should re- 
main quite good. 

The risks faced by the 
West German economy in 
1990 are chiefly external. If 
the U.S. and Britain are in for 
a more marked slowdown 
than expected, the resulting 
drop in demand for German 





exports would not be a major 
blow. But any turbulence 
in the financial markets and 
shifts in economic policy 
could lead to problems. And 
it is by no means certain that 
international investors will 
show the same willingness to 
finance the US  current- 
account deficit as they have 
this year. For one thing, the 
deficit will not be reduced by 
much; for another, the inter- 
est edge of US paper has 
shrunk considerably, and is 
not always sufficient to offset 
the greater risks involved. 

One possible threat in 
West Germany will be the 
tough wage negotiations in 
key industries. Yet average 
pay increases should not be 
much higher than in recent 
years. Disturbances could 
also arise from a conceivable 
further tightening of the 
monetary reins to prevent the 
economy from overheating. 
And temporary uncertainty 
may occur in the run-up to 
the national elections in late 
1990. The large inflow of East 
Germans and other ethnic 
Germans will help to ease 
bottlenecks in the job market. 
On the whole, their inte- 
gration should be fairly 
smooth thanks to the econ- 
omy's strong performance. 

Despite the risks and 
greater cyclical strains, we 
consider it most probable 
that 1990 will prove to be 
another year of high growth 
in West Germany with solid 
increases in employment 
and, considering the. stage 
of the cycle now reached, 
moderate inflation. 
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A not-so-bloody Monday 


ow ironic if the oligopolistic struc- 

ture of the Philippines' stock ex- 

changes — and of the entire econ- 

omy for that matter — comes to 
the country's rescue over the next few 
months by acting to ensure that the political 
| unrest generated by the foiled coup attempt 
does not wreck business. 

Despite the spectre of continuing political 
instability and persistent rumours that a sec- 
ond-phase coup attempt is in the offing, the 
fall in stock prices in the first two days of 
trading appeared manageable, to the extent 
that several brokers chose to understate the 
12% drop as simply a “correction.” 

What seems to have happened, particu- 
larly in the Manila Stock Exchange (MSE), 
is that the "big boys" — the handful of 
brokers accounting for nearly half the turn- 
over of the Chinatown exchange — simply 
decided, albeit in their cautious and unob- 
trusive way, to use their muscle to inject 
some confidence into the markets. The 
biggest brokers and their closely allied in- 
stitutional investors simply sat back and 
watched as a wave of selling hit the market 
on its reopening on Monday, 11 December. 

By mid-morning, smaller brokers and in- 
vestors began to suspect that something was 
up — with the result that enough buy orders 
were made to ensure a slight rebound. The 
big boys' move was clearly strategic. 

Meanwhile, Manila's business commen- 
tators have enthusiastically adopted the con- 
ventional wisdom that the behaviour of the 
stockmarket — the unbiased free market — 
"proved" that the coup attempt's fallout is 
not to be as disastrous as has been antici- 
pated. 

But it is not as simple as that. The 
heavyweights' strategy could, just concei- 
vably, have sprung from noble loyalty to 
Aquino and the constitution. But self-pre- 
servation is a much more likely motive. 

Put simply, the broking and business 
élite owns too much of the market to let it 
die. Many of Manila's leading stockbrokers 
are directly related through cross-holdings 
to the largest of the listed firms. 

For example, the country's largest 
stockbroker, Anscor-Hagedorn, is control- 
led by the Soriano family, which also owns 
San Miguel Corp., the Philippines largest 
non-government firm. Another example: 
the chairman of the MsE, Robert Coyuito, is 
also chairman of the actively traded big- 
board firm Oriental Petroleum and Minerals 
Corp. The big names of Philippine business 
— the likes of John Gokongwei, Henry Sy, 
Alfredo Ramos — are all deeply involved in 
the exchanges, and the fortunes of their 
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firms are highly dependent on a healthy 
stockmarket. 

This type of oligopolistic structure in the 
exchanges merely reflects the structure of 
Philippine business as a whole. The fact that 
these conglomerates now have so much at 
stake in the Philippines economy could be a 
crucial factor in quickly restoring stability. 

The rebel military strategists must have 
taken one look at the situation in Manila and 
thought it an ideal time to launch a coup — 
after all, scandal after scandal is rocking con- 
gress, power and transport systems are in 
crisis, and petrol prices have just been 
raised. But for big business, this is the worst 
time to rock the political boat. 

The rebel mutineers grossly misread or 
could not understand the pulse of big busi- 
ness in Manila, nor the leverage they can 
exert over the business climate. If the 
mutineers put their trust in Enrique Zobel, 


The coup factor 





11 Dec. 


Nov. 


Note: The market was closed from 1 Dec. to 8 Dec. 1989 
Source: REVIEW Data 


who is widely known as an anti-Aquino 
magnate, and politician Juan Ponce Enrile, 
one of the country’s newest tycoons, they 
put their trust in men who are hardly repre- 
sentative of big-business interests. 

Despite all the problems of poverty, cor- 
ruption, and the breakdown of basic ser- 
vices, the reality is that the country’s cor- 
porate élite have never had it so good. De- 
spite all the whining over bureaucracy and 
policy inconsistencies, Manila — compared 
with Hongkong’s fierce competition, or 
Taiwan's strict business regulation — is still 
the easiest place for them to do business. 

For business, there is no comparison be- 
tween the present situation and the years 
immediately preceding Marcos' downfall. 
Then, business was practically stagnant, 
with businessmen just waiting for some- 
thing in the political structure to snap. But 
now, big companies are in the middle of 
their most ambitious expansion program- 
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mes in decades: the Ayala's renovation of 
their Makati Commercial Centre and their 
mini-city in Canlubang; Gokongwei's P3 
billion (US$135 million) Galleria commercial 
and hotel complex; Henry 5у’5 Megamall; 
plastics magnate William Gatchalian's push 
into the construction industry. Even former 
crony Geronimo Velasco is gambling P3 bil- 
lion on expanding his glass manufacturing 
firm. 

These are not small sums, and violent 
overthrow of the government would 
dramatically lengthen the odds against suc- 
cess. So for local business, a coup simply 
fails the cost-benefit tests. A military junta 
would be just as unnerving for them as was 
the presence of Army Scout Rangers man- 
ning machine-gun nests on top of Makati's 
bank buildings. 

5o, as they showed at the stock ex- 
changes, the corporate élite is likely to throw 
its weight around to restore a semblance 
of stability in the country. 

B Rigoberto Tiglao 


After weeks in the doldrums, going 
nowhere much on low turnover, the Hong- 
kong market suddenly sprang to life on 12 
December. After a sluggish start it put on 
46.25 points and followed through the next 
day with a further 42.25 points gain. 

This sudden spurt was variously attri- 
buted to new rumours about the Hongkong 
Bank unveiling its inner reserves and gener- 
ally throwing its weight around; a surge of 
money from Taiwan where the great money 
game has been played out for the time 
being; a general feeling that Hongkong had 
been left behind in recent world boomlet; a 
determination by the brokers themselves to 
boost their commission income before the 
next rent bill falls due, and a desire for some 
year-end window dressing. 

There is nothing in the economic outlook 
or the political situation to inspire confi- 
dence, but plenty of feeling that both had al- 
ready been discounted. For the future, how- 
ever, there is no shortage of disagreement. 
At the annual Hongkong Society of Sec- 
urities Analysts' forecasting lunch, speak- 
ers' forecasts for the Hang Seng Index a year 
from now ranged from 2,500-4,200. Fore- 
casts for GDP ranged from a weak 2% to an 
unremarkable 5%. There was, however, 
general agreement that inflation would re- 
main high, at around 7-9%. 

Students of history may note that at 2,800 
the Hang Seng Index is now just 10% about 
its level of three years ago, having, mean- 
while, visited levels of up to 3,900 and as low 
as 1,900. и Philip Bowring 
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Thai cabinet approves measures to fight inflation 


The gentle squeeze 





By Paul Handley in Bangkok 


he Thai cabinet has rejected calls for 
i tough action to curb the country's 


rapidly rising inflation rate and opted 
instead for a package of milder measures 
which some economists fear will not be 
enough. In particular, a request from the 
Bank of Thailand (Bor, the central bank) for 
a 1.5-2 percentage point increase in the 
maximum loan rate was rejected as un- 
necessary by Finance Minister Pramual 
Sabhavasu. 

In a separate meeting, ministers also 
postponed a proposal to raise oil prices, 
even though funds from a fuel price subsidy 
scheme have almost run out. It appears that 
the government was worried that a price 
rise would spark popular resentment and a 
business backlash despite the fact that Thai 
oil prices remain far below world levels. 

Economists had expected tougher mea- 
sures, given the prolonged media debate on 
the economy and extensive haggling by all 
parties involved. 

Both meetings had taken on political sig- 
nificance. The leading party in the ruling co- 
alition, Chart Thai, has been under fire be- 
cause of rising food prices and growing in- 
come disparities. In addition, both meetings 
pitched Pramual, a Chart Thai leader, 
against Commerce Minister Subin Pinkayan 
of the Social Action Party, a beleaguered co- 
alition partner. To get his way on interest 
rates, Pramual threatened to resign. 

The main cabinet meeting on 11 De- 
cember kept most of the government's op- 
tions open. A Government House official 
said the meeting had enough symbolic 
weight to dampen expectations of inflation, 
the major problem facing the country. 

The one tough measure agreed by minis- 
ters — the loosening of controls on imports 
of animal feed inputs — followed an exten- 
sive debate. However, even that proposal, 
which is aimed at cutting costs for poultry 
and pig farmers, might be watered down at 
subsequent meetings. 

Other cabinet measures were: 
> Lower import duties on milk powder, 
tools, cement, building materials and trucks. 
> The soaking up of liquidity through the 
issue of more government enterprise bonds. 
> If needed, a higher statutory deposit level 
for private banks at the central bank to curb 
excess lending. 
> Increased pressure on state enterprises to 
sell equity on the local securities market. 
> As a last resort, a capital gains tax on 
short-term profits in securities trading. 


> Measures to curb land speculation. 

These steps fall short of measures re- 
quested by the BoT and supported by Thai- 
land’s planning agency, the National Eco- 
nomic and Social Development Board. They 
argue that rapid economic growth, under- 
scored by a strong inflow of overseas capital, 
have fuelled inflation. Without real curbs, 
the public’s perception of inflation will 
exacerbate the problem, said one BoT official. 

Inflation indices support this. The rise in 
the consumer price index (CPI) has quick- 
ened, from 3.6% a year in the middle of 
1988 to 6.4% a year averaged over the July- 
October period this year. In the 12 months to 
August 1989, the CPI was rising at a year-on- 
year rate of 6.8%. Similarly, the inflation rate 
in Bangkok has averaged an annualised 
7.7% in the four months to October. 

The sharpest rise has been in food prices. 
The food index rose 4-5% in 1988 but has 
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surge in inflation will disappear. If that is the 
case, then there is clearly no need to tighten 
interest rates and slow economic growth. 

Nongyao Chaiseri, an adviser to Pra- 
mual, says that measures to combat inflation 
should apply to specific problems like 
higher sales of luxury goods and credit ex- 
tensions to non-productive sectors. Higher 
interest rates will only hurt small business- 
men and home buyers. 

Several economic indicators support 
Pramuals argument that specific steps 
rather than macro-economic measures, are 
needed. The pace of growth in investment 
and trade has fallen since late 1988, suggest- 
ing that expansion will slow next year after 
two years of double-digit growth. 

In three months to the end of October, 
export growth averaged 20% and import 
growth 17%. This compares with 33% and 
42%, respectively, for the first quarter of this 
year. Simultaneously, the trade deficit ap- 
pears to have stabilised. 

The economy has also maintained a 
strong payments surplus for 10 of the past 11 
quarters. In the first nine months of this 
year, the surplus totalled Baht 88.6 billion 
(US$3.44 billion). This has allowed the BoT to 
boost reserves to an estimated US$11 billion, 
equivalent to 4.4 months of imports. 
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since climbed at an annual rate of 8.776 over 
the May-August period. 

Much of this is attributable to high world 
prices for food commodities. Demand for 
rice exports has kept local prices high de- 
spite abundant supply. The same seems to 
apply to sugar, fruits and fish. However, 
animal feed prices have also shot up because 
of heavy export demand for maize and strict 
controls on imports of soyabean meal and 
high-protein fishmeal. The result has been 
higher prices for chicken, pork, eggs and 
farmed fish. 

This has lent credence to Pramual's insis- 
tence that once animal feed costs and the 
prices of some building materials are low- 
ered, the main factors behind the current 
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Several economists say the country’s 
economic problems run much deeper than 
Pramual has suggested. Nimit Nonthapun- 
tawat of Bangkok Bank says sustained infla- 
tion is built into rising fixed costs like real es- 
tate, transport and skilled workers’ wages 
and management costs. These are not fi- 
gured into prices all at once, like higher 
maize costs. “Six percent is high if it goes on 
for four to five years,” says Nimit. 

Government economists also say higher 
lending rates will dampen land and sec- 
urities speculation. Both sectors have at- 
tracted local and foreign funds. During the 
year, the BoT has kept a close watch on bank 
lending, which has been growing at a rate of 
28%, to prevent funds from moving into 
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- speculative а activities. 
222 Pramual's approach has been similar — 
eep an eye on banks and to dampen 
verish peculation on the stockmarket by 
теа ening to impose a capital gains tax. 

But rising incomes and the inflow of for- 
sign funds, much of it portfolio investment, 



















| к Prarüal in “March which 2. 
AES 55610 0 million in new borrowings. All told, 
арі inis пи тоге than doubled from 








n the wake of its latest and most confi- 
Tx coup attempt to date, 

Manila is left to ponder an irony: Tai- 
wan may rank first among the Philippines' 
foreign investórs, but the Philippines ranks 
last among Taiwan's Southeast Asian in- 
.vestment arenas. And judging from its 
placement, Taiwanese capital in the Philip- 
pines could prove to be very hot money. 
Most of it is parked either in small-scale, la- 
bour-intensive export-oriented factories. or 
in highly speculative real estate and tourism 
developments... 
„Changing that investment profile has 
‘Jong been а priority of the Aquino adminis- 
tration. It takes on a new urgency now that 
the aborted mutiny has given the interna- 
tional investment community a casting vote 
on the Philippines’ economic expansion 
prospects. If foreign investors — led by the 
Taiwanese — cash out, Manila could find it- 
"ве | hard-pressed to cover its trade deficit 
and debt obligations. 
... Ontheeve of the coup, prospects looked 
bri ght for a breakthrough in the Philippines’ 
bid to attract big-ticket Taiwanese invest- 
ment. хабе tax exemption for naphtha, 
the е input in a planned US$370 million 








‘seemed to Have deared the way for USI Far 
East Corp. of Taiwan to start construc ion. 
USI chairman Antonio Chong admits th 
aftermath of the coup could slow thing 
down bya few months, but remains confi- 
| thi petrochemical complex will go 
d. 1 H porto ofno return, 2. will 













encouraged an explosion in consumption. 


The net effect has been to boost M2 
money-supply growth toa year-on-year rate 
of 24.7% in August, up from 18.7% in Janu- 
ary. 

A final difficult issue has been the oil 
price. Twice this year the government has 
cut excise taxes on oil to postpone the drying 
up of the oil price stabilisation fund and in- 
evitable price increases that would follow. 
The fund has allowed Thailand to price fuels 
at an equivalent of US$15-16 a barrel against 
current market prices of about 05618, 
Cheap fuel has helped Thai businesses 
maintain their competitiveness, but also has 






ing after No. 1 


terms will have to be finalised on the 65% of 
project costs to be financed by loans from 
the Manila-based Asian Development Bank 
and the International Finance Corp., the 
venture capital arm of the World Bank. The 
Luzon petrochemical complex poses the 
first post-coup opportunity for these lenders 
to express their revised assessment of Philip- 
pine risk. 

If all goes well for Ust, plenty of Taiwan 
companies stand poised to follow suit. The 
petrochemical complex itself can attract a 
spate of upstream and downstream plants. 
Other companies, in industries ranging 
from steel mills to electronics to textiles, are 
also watching with interest. 

` To get them to take the plunge, though, 
will take more than just a single high-profile 
Taiwanese investment, according to Jeffery 
Koo, chairman of the Philippine-Chinese 
Business Council and scion of a leading 
Taiwanese business family. Of the nearly 
100 companies in Koo's own group, only 
two have so far invested in the Philippines. 


Ш 7 oo was in Manila at the time of the 

\ mutiny, trying to set up a leasing fi- 
\_ nance venture there. He ended ир 
being trapped in his Makati hotel room until 
Taiwan's crypto-diplomats in Manila could 
negotiate a safe passage for him out of the 
country. = 

The experience left him more convinced 
than ever of the necessity for a Philippine- 
Taiwan Beneficial Relations Bill spelling out 
protections for Taiwanese investors. This act 
could pass the lower house of the Philippine 
Congress, according to Manila pundits, de- 
spite opposition from the Chinese Embassy, 
as well as the Philippine departments of for- 
eign affairs and trade. 

Such a law is crucial, Koo insists, to at- 
tract big-time capital. Reciprocal govern- 
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by 19.6% in the first 10 months of th 
























ment with the eis оғ 
through the budget, further 
taxes or raising prices, Give 
tion rate, most analyst: S Sai 
are politically risky and w 
postponed. That means. 8 
will have to fork out Ba 
plenish the fund in the f 
revenue or fresh outlays... A 

oil prices rising, it will: face ап ever 
decision on fuels in the future, 


ment-to-government tax exclusion © 
sions, for example, matter more to la 
scale investors, since small-timers tend 
evade taxes anyway, he says. 

A Philippine Government official би 
these arguments disingenuous. Such риа» 
rantees could just as easily be inclu 
vestment agreements on a case- 
basis, as the USI experience attests. The: real 
motive behind the renewed pressure for 
passage of the law is to exploit the Philip- —— 
pines’ foreign exchange crunch and post- —— 
coup qualms to score a valuable diplomatic | 
precedent for Taipei. 2 

Manila can afford to play long with these | 
aspirations to a certain extent, he adds, now 
that China's diplomatic stock is down and 
its energies diverted to its own internal рой- 
tical repression. But, if the object is to give О 
Taipei face, it would be quicker to do во = 
through executive, rather than legislative, = 
means — for example, a reinterpretation об 
the 1975 Manila-Peking joint commamiguë 
affirming the one-China principle. i 

Besides, the official asks, as Taiwan dne 5. 
vests even more heavily in other Southeast 
Asian countries such as Malaysia, Indonesia 
and Thailand, why should it require a Bene- 
ficial Relations Bill from the Philippines a 
alone? Precisely because political risk if so 
much higher in the Philippines, Koo replies, — 
as the latest coup has shown yet again. 002 

If it were not for that drawback, : 
says, the Philippines would already 1 к i 
Taiwan's premier Asian investment arena, ; 
considering its other advantages. € osts are 
lower there than in other countries in 
gion. Anti-Chinese bias is far less than 
where else and language poses no Баг 
since English is widely used. | 

But in order to cash in on these attr 
tions, Koo says, the Aquino governi 
will have to end its vacillation bet: 
two poles of the Philippine politi 
trum. The recent rash of wile 
nerved businessmen. Now, Т 
vestors will be watching to see i 
dent is resolute enough to "stri 
root" of the latest coup, he ваз 
Corazon Aquino will have to 
turn to the right arid "get straight 
tion with the military. B 


































































У nother fraud case se connecting the Low 
\ brothers, of Ka Wah Bank notoriety, 
. ЗА has surfaced in Singapore’s High 
rt — this time involving $$16.1 million 
8.3 million) and a writ served by Great 
acific Finance. 

~ But unlike in the $$13.2 million fraud 





the company and the Singapore authorities 
are keeping things low-key. The Singapore 
media has yet to cover the case, and neither 
reat. Pacific's lawyers, members of the 
reat Pacific board nor general manager 
Wong See Meny are willing to comment on 
the case. 

. The writ by Great Finance alleges that 
while the Low brothers — Low Chung 
Song, Low Chun Seng and Low Chang 
Hian — were directors of Great Pacific, they 
made loans to several individuals and a 
company between 1982-84, using as collat- 
eral shares of companies listed on the Stock 
Exchange of Singapore (SES). 

27 Ж was found later, however, that these 
“shares were held in custody for the Ka Wah 
Bank of Hongkong and were therefore 
"double pledged." 

The Low brothers, who were also direc- 
tors of Ka Wah Bank when it went under in 


case against the Lows earlier this year, both - 





ore Low-tlying writs 


1985 after making numerous fraudulent 
loans, had a 27.5% stake in Great Pacific. 

In March 1986, Ka Wah Bank was taken 
over by Chinese Government-controlled 
China International Trust and Investment 
Corp and the Hongkong Government 
agreed to guarantee bad loans which 
amounted to about HK$3 billion (US$384.6 
million). 

In March 1986, DBS Bank, which is 
majority-owned by the Singapore Govern- 
ment, took over Great Pacific on Piu 
of $$21 million. Great Pacific made large 
provisions for bad loans after the takeover 
and reported a loss of $$25.4 million in that 
year. 

Meanwhile, the Low brothers, after 
being charged in Hongkong over Ka Wah 
Bank, jumped bail and fled to Taiwan in 
1988. 

In January, however, Low Chang Hian 
was extradited to Singapore, where he faces 
charges of criminal breach of trust on loans 
amounting to $$13.2 million made by Great 
Pacific in 1982. 

The latest writ concerns loans ranging 
from 5$4-6 million made by Great Pacific to 
junior employees and Park City Centre Pvt 
Ltd in 1982. 

Based on July’s writ, it appears that the 
first evidence of something amiss came 
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 Singapore's Temasek 
_ reveals earnings 


he гон Government, in а rare 
public accounting of its largest hold- 
ing company for domestic invest- 
ment, said Temasek Holdings Pte, achieved 
earnings of 5$1.04 billion (US$537.7 million) 
in 1987. 

- Jn a report submitted to parliament on 5 
"December, the Public Accounts Committee 
(PAC) said revenue at the government in- 
vestment arm rose 14.8% from a year earlier 
toS$6.15bilion. . 

"Temasek's profit was 19.2% of share- 


holder's funds amounting to $$5.4 billion, 
up sharply from 6.5% a year earlier, accord- 
ing to the report, which contained only one 
paragraph on Temasek. 

The company had $$262 million in paid- 
up capital and $$5.18 billion in reserves. Мо 
explanation was given for the increase in 
percentage of profit to shareholders 
funds. 

At the end of 1987, Temasek owned 
55.66% of Singapore Airlines; 61. 22% of 
Keppel Corp., the republic's largest ship-re- 
pairing concern; and 40.11% of DBS Bank. 
In the year, Temasek obtained dividend in- 
come alone of about $$51.9 million from Sin- 
gapore Airlines, $$8.02 million from Keppel 
Corp. and $$11 million from DBS Bank. 
Such income is subject to 33% tax in Singa- 
pore but can be offset in some circum- 
stances. 


Temasek also has holdings in numerous  industr 
| earnings from 1985-88. 


private companies, such as Asean Bintulu 
Fertilizer Bhd, Asean Cableship Pte and Sin- 
gapore Pools Ltd, which operates the local 
lottery. In addition, the company has stakes 
in Singapore Zoological Gardens, Jurong 
Bird Park ang National University E 





ik began legal proceedings in Singapore 
for the return of 6.57 million shares in Larut 
Tin Mines, an SES listed « company which Ka 
Wah claimed was being kept in custody on 
its behalf in Singapore. The shares were sold 
on 20 November. 198 with authorisation 
fromthe courts.  . 2 | 

Negotiations on how to split the pro- 
ceeds from the share sale seem to have drag- 
ged on until 3 February, when Ka Wah Bank. 
and Great Pacific agreed to split the money _ 
evenly. E 
This left Great Pacific 552.5 million better 
off but still holding an uncovered loan of 
about $$16.1 million. This is the sum that 
Great Pacific is seeking to recover шоч 
{һе courts, 

Great Pacific's writ alleges that the four 
"borrowers" were merely acting as пот- ` 
inees for the Low brothers and that the 
shares they pledged were owned not by. 
them but by Ka Wah Bank. | | 

The writ also alleges that the loans made 
were not released to the individuals and the 
company concerned but to the Low 
brothers. 

Double pledging of shares and raising, 
loans on nominee names which were then 
re-directed to the Low brothers, are tech 
niques that showed up in other fraudulent 
loans uncovered in Ka Wah Bank. 

It is not clear why the Singapore au- 
thorities should be so coy about this latest 
alleged fraud, but some bankers. in Singa- 
pore speculate that regulatory authorities as 
well as DBS Bank may be embarrassed by 
the fact that they did not uncover it 
when they approved | the: takeover of Great 
Pacific. -— ЖШ 






The disclosure marks the first time that fi- 
nancial information about Temasek, which 
reports directly to the minister of finance, 
has been given to parliament. PAC, which 
oversees the government's use of public 
funds, ordered government ministries in 
1985 to release financial information. about 
their investment arms. | 

Also released were ' details | on MND 
Holdings. Pte, an investment-holding com- 
pan ntrolled by the Ministry of National 
Development (MND). MND had earnings of 
5919 million in 1987 on а 57% fall in revenue 
to $$157 million. Profit was 5.2% of share- 
holders’ funds totalling $$371 million, dow Y 
from 8% a year earlier. 

No reason was given for the йр геу- 
enue fall, but the poor performance may be 
a result of MND's heavy holdings in construc- 
ompanies. Singapore's construction 
try was hit with substantial declines in 
















The results of Sheng-li Holdings Pte, 
an _investment-holding concern control- 
led by the Ministry of Defence, are to 
be submitted to parliament next year, 
PAC said. ш 














» ЖА Cun. Holdings Lid has agreed to 
give Adelaide Steamship Co. equal 
= ксл, оп ап 4. board of its 







a de ан, in return, 
urt bid to force Bell Resources, 

' Yo-owned Бу Bond Corp., placed 
| ›. The National Companies 
` and Securities: Commission, however, 

- indicated that the agreement might be 

_ illegal under Western Australia’s takeover 

` guidelines because of Adelaide Steamship's 
^ lawsuit арашы Bell Resources. 


| Вапк of Тһай «нас eases grip 
oreign з exchange 
e Bank of Thailand has loosened 

foreign-exchange controls, and further 

adjustments by the central bank are 

.. expected next year. The new measures set 
higher limits on the amount of currency that 
can be carried out of Thailand, Baht 10,000 

~ (US$388) instead of Baht 500; mailed in and 
out, Baht 25,000 instead of Baht 250; and for 
the value of goods taken in or out, Baht 
100,000 instead of Baht 50,000. The central 
bank also doubled to US$1,000 the amount 
of foreign exchange sold for baht without 
reporting to the bank. 











Jakarta, Canberra 
-sign Timor Gap accord 


> Indonesia and Australia have signed an 
agreement to exploit jointly mineral 
resources in the Timor Gap, a sea lane 
between the countries that is believed to 
` contain up to 1 billion barrels of oil. The 
countries are to divide the revenue from oil 
_ drilled in the region, which includes a 
disputed seabed boundary. The 40-year 
agreement would be voided if Jakarta and 
Canberra agree on a permanent seabed 
_ boundary, Oil exploration is expected to 
"begin in 1991. 








Sout | А Korean shares 
rd surge 
> South Korea's stockmarket exploded 
with its largest single-day gain ever after the 
government announced sweeping 
~ measures to support share prices оп 12 
| прег. The composite index rose 34.71 
points, or 4.1%. The government said it 
would g | Bie dbcount the sda of 
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listed Korea Fund, increase by US$90 
million the size of stock funds for foreign 
investors, license additional institutional 
investors and raise the interest rate for 
deposits at brokerage accounts to 5% from 
19. The previous record for a single-day 
gain was set on 9 November, when the 
index jumped 34.33 point, or 3,975. 


Burma, China province 
expand border trade 


> Burma and China's Yunnan province 
have agreed i in principle to open department 
stores in certain cities; market Chinese 
goods in Burma; promote tourism between 
Rangoon and Kunming, the capital of 
Yunnan; and form joint ventures to mine 
tin in Burma’s Shan state, market coal in 
Burma’s Kachin state and produce caustic 
soda in southern Burma. The agreement is 
an extension of a border-trade accord 
signed last year. 
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Jardine Fleming to help 
Indonesian stock plan 


> Jardine Fleming Nusantara Finance, an 
Indonesian securities company majority- 
owned by Jardine Fleming Holdings of 
Hongkong, has signed a cooperation 
agreement with Bapindo, Indonesia’s 
state-development bank. Bapindo plans to 
float shares of state-owned companies 
beginning next year, and Jardine Fleming is 
to use its regional network to distribute the 
shares. Jardine Fleming’s Indonesian 
partners are the Ometraco, Gadjah Tunggal 
and Danaswara groups. 


Garuda orders aircraft 

in overhaul programme 

> Garuda Indonesia has ordered nine 
A-330 airliners from Airbus Industrie and 12 
F-100 planes from Fokker NV as part of its 
fleet-overhaul programme. The A-330s are 
for delivery in 1995-96, while the Fokker 
planes are scheduled for delivery in 1993. 
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Taiwan consortium 
agrees to buy Wyse 

¥ The Taiwan Gov ernment and а. 
companies have agreed to acquire Wyse 
Technology Inc., a troubled US con ч 
maker, in what would Бе the largest — ^ 
purchase of an overseas company by 
Taiwan interests. The consortium — 
comprising China Trust Investment Со.; 
Mitac International Co., USI Far East 
Grand Pacific Petrochemical Co. and the 
government's Development Fund — is 
tendering US$10 a share for the Silicon 
Valley~based company. The total cost 
shares, plus a US$111.7 million conve 
bond obligation of Wyse, puts the total - 
value of the buyout at US$270 million. The. 
offer also marks the first acquisition of a 
listed company in the US by Taiwan 
interests. 











Japanese companies join 
property-investing venture 


> Nippon Credit Bank and Sumitomo Life 
Insurance Co. of Japan have agreed to form 

a joint venture with European and US 
partners for investing in European real 
estate. The new company, Europolis 
Investment, will be capitalised at #24 billion 
(056166.4 million), with the а 
companies owning around 15% о equity 
and the other partners the remainder. 
























Citic to acquire 

big Dragonair stake 

> China’s overseas-investment arm, 
China International Trust and Investment 
Corp. (Citic), has agreed to buy a 26% stake 
in Dragonair, Нопркопр 5 struggling 
fou r-year-old airline, from Peking- 
controlled Hongkong and Macau = 
International Investment Co. The holding: 
estimated to cost Citic, which already own 
12.5% of the colony’s Cathay Pacific 
Airways, about HKS100 million (US$12.8 
million). Citic is expected to seek control of 
Dragonair and try to set up a cooperation 
arrangement between it and Cathay. 





Seoul sets freeze 

on government salaries 
¥ The South Korean Government has 
approved a salary freeze for senior officials — 
to set an example for the private sector. At 
an 11 December cabinet meeting, os 
policymakers also decided to set uptwo —— 
special committees — one to focus on 
labour and the other to take charge of 
macro-economic policy — in an effort to 
bolster the economy. South Kore 
expected to o expand 6.5-7% in 1989, 
slowest growth since 1981. 
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Economic indicators, selected Asian countries 
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Monthly Weekly Summary 
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| The market hit a new high early in the 
. увек on the strength of index-linked 
buying and hopes of a strong end-of-year 


rally. But prices came under pressure later 
as the yen weakened. Volume averaged 
907m shares a day, somewhat lower than 
in recent weeks. Daiei rose from ¥2,920 
(US$20.25) to ¥3,090. Kawasaki Steel fell 
from ¥897 to ¥870. 


After weeks of the market drifting dully 
downwards, volume returned on 12 Dec. 
to push the index up 1.7% in moderate 
trading. The property sector gained most, 
and Hongkong Bank rose 30 HK cents to 
HK$7.25, while Cheung Kong Holdings 
rose 35 HK cents to HK$9.65. Volume 
averaged 400.7m shares a day, worth 
HK$677.5m (US$86.86m). 


The index climbed to new 1989 highs, 
buoyed by expectations of a year-end 
window-dressing rally and a rosy outlook 
for corporate earnings in the near future. 
Tan Chong Motors shot up 37 $ cents to 
592.11 in heavy buying and bid favourite 
Hind Hotels jumped 16 s cents to $$1.78. 
Daily turnover rose 51% to 94.14m 
shares, worth $$204.64m (Us$105.8m). 


The index pushed on to record levels, on 
a mixture of speculative buying of 
takeover favourites and general bullish 
sentiment. OYL Industries, the takeover 
target of Hume Industries, soared 80 M 
cents to M$5.95 and bid favourite Setron 
surged 96 M cents to M$3.70. Daily 
turnover was 22% higher at 79.20m, 
valued at M$156.35m (Us$57.8m). 


The market thumbed its nose at the 
government's inflation measures and at 
rising interest rates. On 12 Dec. the 

index rocketed 3.5% to a record high, on 
heavy cements buying. Siam Cement 
rose Baht 540 to Baht 7,146, while Siam 
City Cement shot up Baht 2,490 to Baht 
7,146 on news of a rights issue. Daily 
turnover averaged Baht 2.7b (Us$104. 8m). 


Optimism filtered through on the second 
day of trading after the end of the coup | 
attempt, with prices falling only 4%, 
compared to the previous day's 8%. The 
big trading firms held their ground as 
smaller investors rushed to sell. PNB 
shares fell P102 to P500. Turnover 
avenged: 2: РӨ асе in nne two ашы 
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The governen? s12 Dec. announ 
that it would take measures to boost tt 
market sent the index soaring a record. 
4.1% in.a single day. Almost all shares hit. 
their daily ceilings. Nevertheless, the 
market eased slightly over the period, 

ks ended unchanged. 


















and most stock 
Volume fell to average 7.6m shares a | day 
worth Won 166b (U5$247.8m). | 


The market dropped to its lowest level 
since early May on 2 Dec. following the _ 
ruling Kuomintang's disappointing = 
election showing. Prices rebounded > 
slightly, but investors remained bear. h! | 
due to uncertainty and a lack of 
encouraging news. Average daily 1 
turnover fell to NT$75.9b (Us$2.9b). Chien 
Tai Cement fell NT$12 to NT$93. 








The previous period’s gains were erased 
as buying slackened in the run-up to the 
holiday season. A stronger local curren 
contributed to the market’ s softening. 
Turnover fell to total 507.3m shares worth 
A$803m (US$628.3m). Investors focused 
on Bond Corp., which was on the edge oi 
collapse, and which fell 5 А cents further - 
to 15 A cents. 






The market fell on selling by offshore 
institutions, and to a lesser extent, small 
local investors. Local institutions are 
worried about high interest rates and 
sluggish economic data. Brierley: 
Investments dropped 20 NZ cents to” 
NZ$1.91, and Fletcher Challenge fell 10 Nz 
cents to NZ$4.22. Volume totalled 57m 
shares worth N2$109.8m (US$65.2m). 


Prices surged to higher levels as the 
market reacted favourably to positive 
statements made by the new | 
government. In separate interviews, the 
finance minister and the industry 
minister both indicated that economic. 
liberalisation would continue. Tisco rose 
Rs 9 to Rs 124 (Us$7.29), and Reliance 
gained Rs 22 to Rs 94, 


A sluggish market spent much of the 
period pondering the probable future 
course of domestic interest rates. - 

Economic data was contradictory — 
November's better-than-expected —. | 
employment figures were accomp: nied 
by large downward revisions in the 
October figures, The Dow Jones Indus ial 
Average ended slightly higher. GU 
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Appointments 


| VETERAN INVESTORS MANAGEMENT LIMITED 
| зеекз to appoint an additional Investment 
| Director to join their existing team of executives 
| based in Hong Kong. 


| Veteran, in association with IDS FUND MANAGE- 
| MENT LIMITED, LONDON (an AMERICAN ЕХ- 
| PRESS COMPANY), offers global investment 
| management services to Hong Kong institutions, 
_ | pension funds and individuals. The арроіпіее 5 

_ | primary responsibilities will be to market the ser- 

‘vices of Veteran and IDS, and to ensure that these 
. | services meet the needs of clients and generally 

^... [| promote client relations. 


Applicants should be experienced in the fund man- 
agement business, preferably in the Far East. 
-| They should have at least 10 years experience in 
| the financial services industry and should бе pre- 
` | sently earning no less than US$100,000 a year. 
Please write to L H Tan, Managing Director, Vet- 
eran Investors Management Limited, 14th Floor, 


St. George's Building, 2 Ice House Street, Hong 
Kong with full resume. 


Thailand's new business magazine 







































Anchorage, Alaska 10 
acres land in mid town 
$3,276,000 good for build- 
ing hotel. Investment 
properties priced from 
$35,000 up. Need investor 
for Publishing Company. 

Sleeper Realty 800 E. Di- | 
mond Suite 3-300 Anchor- 
age, Alaska 99515. USA. 
Fax (907) 349-6447. 


urgently requires an 
assistant art director with a 
feel for layout, Pagemaker 
experience and a working 
knowledge of English, 
Salary commensurate with 
experience. 

Write in confidence to The 
Managing Editor, Manager, 
GPO Box 700, Bangkok 
10501, Thailand or call (02) 
280 0466. 
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COPYRIGHT REPRINTS 
The combined efforts of the Far Eastern Economic Review's large and highly skil- 
јед editorial team have made it the premier source of information for those who do 
business, or have ап interest, imor with Asia, As a testimony to the publication’s 
editorial quality, many Review articles have, over the years, been reprintedin news- 
papers, magazines, educational textbooks, newsletters etc throughout the world. 
Should you as an editor, publisher or on behalf of an organisation, educational es- 
tablishment ete wish to enquire about our reprint and copyright charges, please ad- 
dress your correspondence to: 













Managing Director 
Review Publishing Company Limited 
GPO Box 160, Hong Kong 


Tel: 5-8328300 Fax: 5-8345987 Telex: 62497 REVAD НХ 


.]  Wewelcomeenquiriesfrom allinterested parties and assure you of our prompt, indi- 
. vidualattention. ы E SE | ae 
































Property 


U.S. REAL ESTATE 

Investments for Overseas Investors - 

I could help you find hotels, 
offices and apartment buildings 

from 5 million to 200 million. 
For Free Information 

Contact: Mr. Tommy Lee 
TARGET HOLDINGS, LTD. 
17 East Broadway, Suite 506 


New York, N.Y. 10002. 
Tel: (212) 406-0067 Fax: (212) 406-0217 Telex: 226078 AEGIS UR 





FOR SALE | Personal 


West Surrey house, One third acre. 
Five beds, three baths, twolarge re- 





ceptions, Heathrow Airport nine 
miles, London forty minutes. Golf 
Ascot, Sunningdale. Ideal enter- 





VIETNAM/THAILAND/SE ASIA 
Broking/Trading/Travei position 
sought бу — d 








taining. Freehold £285,000. Ring | ыы К: 
Isle Brewers (04608) 721, Ш 32 yr UK National/Graduate 
Ш ship-stock broking background 


Ш 10 yrs Asia-Aust experienced 





If you have something pref SE Asia based. 
to say... say it Contact Tet: (01) 244 7824/(0882) 870584 
in the СІ as sifieds! J Borton, Flat 8, 107 Queensgate, London SW7 БА anual 


Business Opportunity 








"For Sale — A store located in Chesterville, Ontario, afarmingcom- | 
munity 40 miles southeast of Ottawa, Ontario, the capital of | 
Canada. | 

Sales consist of family clothing, footwear, household furnish- à 
ings and giftware. 

Reason for selling — owner retiring. 

Phone (613) 448-2370 or (613) 448-3587 or write to Mr. 5. 
David, P. O. Box 547, Chesterville, Ontario, KOC 1HO, Canada." 









This space is reserved for 
Classified Advertisements 


Reservations should be addressed to: 


International Classified Manager 
Far Eastern Economic Review, 
GPO Box 160, Hongkong ! 
Tel: 5-8328300 Telex: 62497 REVAD HX | 


ended | 





Readers are гесотт 


ло таке appropriate enquiries and take appropriate advice before 


sending any money, incurring any expense or entering into a bind- 
ing commitment in relation to an advertisement. The Far Eastern 
Economic Review shall not be liable to any person for loss or dam- 
age incurred or suffered as a result of his/her accepting or offering 
to accept an invitation contained in any advertisement published | 
in the Review. | г 
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Today the opportunity 15 yours 
to secure Brisbane and possibly Australia's 
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Australia's biggest CBD opportunity for the 1990 
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national level to expand operations in 
Brisbane to take advantage of Queenslands 


premier landmark office development site. маны ам М } positive economic attitude. This has resulted 


This site of 4,300 square metres, 

situated in the financial heart of Brisbane's 
CBD is for sale by private treaty. 

This opportunity further sous 
impresses with its development approval and documentation 
for a sixty-five level city office tower. Here is an exceptional | 
chance to capitalise, not only on the forecast increase in | 

. commercial leasing demands of Brisbane in the 19905, | ut 
_ also to benefit from the considerable work already. undertaken e 
by the original developer. | 





Brisbane's unparalleled economic growth will 
see a premium office space shortage by 1993. 
Е This decade has seen Brisbane s population growth 
| ‘outstrip Australia’s other capital cities at an ever increasing 
_ rate. Brisbane has emerged as the principal business centre 
of Queensland. | 

| More frequently, decisions are being taken at a 











_ of the 19905. 


BRISBANE: 


|. im a commercial growth pattern that has 
seen rental retums increase dramatically, 
and demonstrating a 17.596 compound 
; annual growth over the last nine years. 

It was the acknowledged market forecast of looming 
under-supply of prime space that precipitated the development 
of Tower 99, The Tower 99 development site is primed 
ready to realise Australia’s biggest commercial opportunity 
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Final date for acceptance of offers, 2nd March 1990, 
Under instruction from D.L. Nicholl and К № Skinner of 
Deloitte Haskins and Sells in their capacity as the receivers 
and managers of Kayese Pty Limited | 

(Receivers and Managers Appointed) 









| Aspire to perfection 
Hong Kong 8465000 » Australia +61 7231 1311 






































































ler life in his hands 

Nhen it came to handing out plaudits at a 
rally following the recent attempted coup in 
? Philippines, three names sprang to Pre- 
ident Corazon Aquino's mind: Defence 
‘Secretary Fidel Ramos, Armed Forces of the 
Philippines chief of staff Gen. Renato de 
ЛЦа — and a man who normally keeps to 

background, Col Voltaire Gazmin. 

| As commander of the elite Presidential 
| жеш Group, which fought off rebel air 
and ground attacks on the presidential 
“Malacanang Palace, Gazmin, 45, came to his 
present post in an unusual way. He was the 
appointed jailer of Aquino’s husband, the 
late opposition leader Benigno Aquino, in 
the 1970s. He related in a recent interview 
how he bought, out of his own pocket, milk 
and food for his charge, who suspected the 
prison food was poisoned. 

А dedicated professional, the 1968 
Philippines Military Academy graduate later 
_ | went on to see combat against the Moro Na- 

| tional Liberation Front and the communist 
New People's Army in Mindanao. 
In 1986, soon after she had been installed 
..| in Malacanang, President Aquino was 
| asked whom she wanted as chief of her sec- 
|.urity guard: she chose Gazmin. When he 
"was summoned to the palace, he had no 
idea what for. "I entrust my life into your 
hands," Aquino is said to have told him. 
"You be the chief of whatever-you-call-it.” 


| Smooth and soothing 


After a relatively brief but eventful 15 
months as Japan's consul-general in Hong- 
kong, Yukio Satoh, 50, bids farewell to the 
| territory in January to return to Tokyo and, 
‘no doubt, continue his rise in the diplomatic 
service. 

Few of Satoh's predecessors can have 
-had a more turbulent time in what tradition- 
ally is a political back- 
| water, though a so- 
cially hectic one. The 
career diplomat took 
over the fort as bitter 
memories of Japan's 
wartime past were re- 
vived with emperor 
Hirohito's prolonged 
| illness. When the em- 
peror died, angry war 
veterans protested in 

Hongkong that he should have been de- 
nounced as a war criminal, marching on 
the Japanese Consultate to protest. The up- 
heavals in China in May and June prompted 
.a resurgence of Chinese patriotism and 
_ another anti-Japanese backlash. 
. Satoh was eminently qualified to handle 
such delicate issues and his accomplished 
performance can only have enhanced his 








reputation within the Japanese Foreign 
Ministry. Although he does not know his 
next assignment, colleagues back in Tokyo 
predict he is headed for the top of the minis- 


try's pecking order, probably in charge of 
one of the geographical bureaus. 


Mr 1997$ time has come 


The Hongkong Government bureaucrat 
known as "Secretary for 1997," Barrie Wig- 
gham, is a cautious, behind-the-scenes 
operator who has, nevertheless, found him- 
self in the headlines twice in recent months. 
In late November he was elevated to the 
policymaking Executive Council (Exco) and 
also made a member of the Sino-British Joint 
Liaison Group, the body set up to consult on 
the implementation of the 1984 Sino-British 
Joint Declaration. 

Wiggham, 52, more formally known as 
secretary for general duties but in effect re- 
sponsible for anything to do with 1997, 


» 
| 








made an uncharacteristic entry into the pub- 
lic arena in August by asking Peking to delay 
the promulgation of the future mini-con- 
stitution for Hongkong, scheduled for next 
year. 

Chinese officials retorted that Wiggham 
had “breached diplomatic common sense.” 
His recent promotion only confirms the pre- 
vailing view at the time that Wiggham's 
comments were a faithful reflection of the 
Hongkong Government's view and were a 
tactic to test reaction in Peking. 

Besides being admitted to Exco, Wig- 
gham will become secretary for the civil ser- 
vice. His current, politically sensitive, post 
will be abolished next April. Born in 
Durham and educated at Oxford, Wiggham 
entered Hongkong Government service in 
1963 as an assistant district officer and stead- 


` ily worked his way up the ranks. His eleva- 


tion to Exco has further fuelled rumours that 
he could be the next chief secretary. 





Helr-üpparent thinks big 


Boonsithi Chokwatana, 52, managing direc: 
tor of Thai conglomerate the Saha Pathanz 
Group, has big plans to expand his already 
enormous consumer products empire. Ori 
the drawing board are three industrial es- 
tates in Thailand's rural areas, designed to 
make баһа Pathana an important force ini 
the export of garments, food and high- 

technology products. 
It is already a major ex- 
porter of shirts and 
footwear. 







Boonsithi is ا‎ 
as the heir-apparent 
among Thiam's eight 
children. Heis manag- $ 
ing director of group 
holding company Saha Pathana Inter-Hold- 
ing and chairman of three of the largest of 
the group's 160 or so companies. Вооп5 
won the nod, in part, because he joined the 
family business early. He started helping his 
father when he was 10. 

Boonsithi later spent six years in 
Tokyo managing Saha Pathana's relati 
ship with Japanese customers and part. 
ners before returning to Thailand to play 
an important role in the establishment 
of the group's cosmetics and garments busi- 
ness. : 


The enigmatic eccentric 


The leader of Indonesia's largest Muslim or- 
ganisation, Abdurrahman Wahid, revels in 
his somewhat eccentric image. The 49-year- 
old head of the Nahdlatul Ulama's (NU) 
executive board operates out of a tiny office 
in a rundown building. His portly frame is 
rarely clad in expensive suits, he shuns 
shoes and wears sandals instead, and yet hé 
wields considerable influence in Jakarta poli- 
tical circles. | 

"There is something mysterious about 
this man," said one NU member after Wahid 


was re-elected late November. to another 


term as NU leader. His father was minister of 
religious affairs and his family came from 
the NU heartland of East Java. The young. 
Abdurrahman studied Islamic scholarship. 
in Egypt and Iraq before returning to or- 
ganise community activities for the NU in the 
early 1970s. Then all of a sudden he 
emerged as a candidate for the leadership 
in 1984. E 
For all his political skills, Wahid ofte 
treads dangerously close to offending hi 
spiritual followers. Although, leader of | 
conservative Islamic organisation, he has sa 
on the board of Indonesia's film festival and 









participated i inmanyotherartsevents. м 
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- ' - Lookat it this way. | | ! 


You didnt lose a bottle of Chivas: 
you gained a few friends. 
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